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AGRICULTURAL CREDIT COOPERATIVE ASSOCIATIONS 
IN THE PHILIPPINES 

I. ORIGIN 

Before the enactment of the present Rural Credit Law (Act 
No. 2508) in the Philippines there had been several attempts 
made to organize cooperative associations by some members of 
the Legislature when the Philippine Commission was yet the 
upper house of the Legislature ; but these attempts failed to 
bear fruit, for reasons not necessary to mention. Those who 
fathered the idea did not, however, give up their efforts to 
organize the small farmers into small societies, and, in the last 
days of the fourth legislative period in 1915, Act No. 2508, 
known as the Rural Credit Law, was passed by the Legisla- 
ture. This act was later amended by Act No. 2566, passed in 
the following year. Before the enactment of this enmendatory 
actj the Government supervision over these asaociations was 
vested, in the then Executive Secretary, but by Act No. 2566, 
it was transferred to the Director of Agriculture who then 
gave the impetus to the organization of the present rural credit 
associations. 

II. OFFICIAL NAME 

These organizations are generally known as **rural credit 
associations'' but officially and by the law under which they are 
created, they are denominated "agricultural credit cooperative 
associations," to this generic name being added the name of 
the town and province where they are respectively located. 

III. AIMS 

It will be observed that the paramount aim of these associa- 
tions is the raising of a fund through cooperation, by means of 
shares, paid for by the members, from which fund small loans 
are made exclusively to the members engaged in farming. This 
stimulates thrift, activity and punctuality in the fulfillment of 
obligations. From this aim it may also be noticed that these 
associations are really village banks in that banking is engaged 
in with the capital by granting it in small loans to the farmers, 
the transactions being confined only to the members, so as to 
retain their cooperative characteristic. But aside from the 
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banking activities, these associations are organized to train the 
people in the science of cooperation and to teach them the habits 
of thrift and frugality. As a matter of fact the educational 
aspect is more important even than its banking aspect. 

IV. ORGANIZATION AND INCORPORATION 

There is in the Philippines a special Act known as the Cor- 
poration Law (Act No. 1459) enacted by the Philippine Commis- 
sion, which provides the rules and requirements under which 
an association may acquire juridical personality. Under this 
law, the incorporation of an association consists in registering 
in the mercantile registry of the Government, the sworn state- 
ment of the incorporators or founders, setting forth the pur- 
poses; the stock capital, if there is any; the shares, if the 
capital is divided into shares to be sold to members, etc., of 
the association. Under this law, cooperative rural credit as- 
sociations must be incorporated and upon incorporation they 
acquire the duties, powers, and obligations, inherent in legal 
persons, such as to sue and be used, to engage in the business 
for which they are organized etc. 

Formerly the law prohibited the organization of associations 
of this kind in towns other than the regularly organized munic- 
ipalities; but by an amendment made by Act No. 3160 to the 
original act, this prohibition was eliminated, and associations 
may now be organized in the so-called municipal districts and 
townships. 

Act No. 2508 prohibits the organization of more than one 
association in one municipality, the object being to avoid com- 
petition by, and division of the efforts of the members who 
would compose different associations in the same municipality. 

V. OPERATIONS IN WHICH THEY MAY ENGAGE 

The law enumerates the operations in which an association 
may engage as soon as it is incorporated, they are as follows: 

(a) To open credit to its members, the loan obtained being 
invested in their farming operations; 

(6) To open current accounts, with interest, with its mem- 
bers only; 

(c) To obtain or buy seeds, fertilizers, chemical preparations 
for the extermination of plant pests, machinery, draft animals 
and farm implements, to be sold to the members of the associa- 
tion; and 

(d) To obtain loans and receive deposits in order to increase 
the working capital. 



In accordance with paragraph (c), the association serves as 
agent in the purchase of the articles needed by the farmers in 
their farm operations. When the shortage of foodstuffs, due to 
various causes resulting from the great world war, threatened 
many towns in the Philippines, the rural credit associations 
played an important role of acting as purchasing agents of their 
respective members in the purchase and distribution of seeds of 
rice and com, the main staple food crops of the Filipinos. The 
Philippine Legislature, cognizant of the danger that threatened 
the country, enacted a law appropriating the amount of 
P1,000,000 ($500,000) which was granted in loans to the rural 
credit associations. These in turn gave the amounts allotted 
to them in small loans to their members. The benefits derived 
from these loans have been more than was expected, as is elo- 
quently proved by the increased production of rice and corn and 
by the corresponding increased area cultivated. 

VI. CREDITS 

Like regular banks, these associations have their own rules 
and regulations relative to the granting of loans to their mem- 
bers, and specially relative to the securities required. No loan 
is granted even to the richest man in the community, unless 
it is properly secured. The poor as well as the rich are subject 
to the most rigid rules and regulations which regulate the grant- 
ing of loans. 

The law establishes three kinds of securities which may be 
accepted by the associations, namely: 

Personal guaranty or security, which consists of a bond signed 
by two or more persons who are known to be solvent and who 
at the time the application for loan is made are residents of the 
locality. 

Pignorative guaranty or security, which consists in the pig- 
noration in favor of the association, of the borrower's shares, 
pending, harvested, or stored crops, machinery, farm imple- 
ments, draft animals, etc. 

Mortgage which consists in a first mortgage on real estate free 
from incumbrances. 

Of these three securities the most commonly used is the per- 
sonal security for it is easy to obtain and for the fact that the 
majority of those who seek loans do not hold a bankable title 
over their land on which they could secure the loan. Besides, 
the personal security holds the known credit of the sureties in 
the commercial and financial world of the community. The 
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responsibilities of the sureties are joint and several with the 
principal, therefore, the associations prefer personal security in 
order to avoid multiplicity of w^ork resulting from the legaliza- 
tion of documents, such as, for example, the drawing of public 
instruments and their registration in the Office of the Register 
of Deeds as required by law. 

In order that a member may be able to obtain a loan, he has 
to comply with some established rules, otherwise his applica- 
tion for loan is denied. 

In the first place, the applicant must prove to the satisfaction 
of the board of directors that he is a holder of at least one share 
of the capital stock and that he owes no debt to his proposed 
sureties or to the association. This precaution is taken in order 
to prevent any member from using the association's funds to pay 
the debts which the applicant owes to his sureties and from 
obtaining loan with which to pay a previous debt owed to the 
association. There are, h6wever, cases of violation of the rules, 
in that some debtors indebted in the amount of ^100, for exam- 
ple, obtain an additional loan of F150, with which they pay the 
original debt of WOO, retaining the difference of ^50. These 
exceptional cases have been severely censured by the Bureau of 
Agriculture as being detrimental and repulsive to the very pur- 
poses of the rural credit associations. 

In order to safeguard the association's fund against improper 
investment, the rule prohibiting any director from voting on 
any loan applied for by him or by any of his relatives within 
the third degree of consanguinity or affinity has been estab- 
lished. No director is allowed to act as surety, guarantor or 
endorser for any loan the approval of which depends upon the 
board of which he is a member. 

In granting loans, the same rules and practices followed by 
banks are also foUov^ed in regard to the collection of the interests 
in advance, differing only in that the interest collected does not 
exceed 10 per cent per annum and the term of the loan does not 
exceed one year, although in certain cases the board of directors 
is empowered to extend this term by annual renewals not to 
exceed five years. 

The extension of the term of the loan has been questioned 
on the ground that the borrower, being a member of the associa- 
tion, is entitled, when he deems it proper, to the extension of 
the term ; but the liberal construction of the law which is more 
in consonance with the purposes of the association and the pro- 
cedure in the granting of loans, is to the effect that the extension 



of the term is only a privilege the granting of which depends 
upon the discretion of the board of directors, and is not an 
inherent right of the borrower. In the same manner the con- 
cession of loan is only a privilege depending on the discretion 
of the board of directors, and is not a right, the extension of the 
loan can not be taken in another light than a privilege. 

VII. DEPOSITS 

One of the main assets of these associations is the taking of 
deposit at 6 per cent per annum from the members and also 
from the merchants, laborers, school children, and others of the 
community. 

During the world war when the United States Government 
floated liberty bonds of different denominations at 4i per cent 
per annum, some payable after 20 years and others after a 
a longer period, the Philippines bought a considerable number of 
these bonds to help the mother country in her fight "to make 
the world safe for democracy." All people of good will who 
were interested that the liberty of small nations be acknowledged 
by the powerful ones which were more or less involved in the 
great conflict, invested capital in these bonds, and the Philip- 
pines with pride was able to cover with considerable excess the 
quota allotted to her. It was at this time that the Btireau of 
Agriculture conceived a plan consisting in the following: In ex- 
change for the $50 (^100) bonds the rural credit associations 
sold certificates of deposits each payable in the amount of ^130 
after 5 years. Taking advantage of this plan, hundreds of 
holders of liberty bonds turned over their bonds to the associa- 
tions and same were sold to the Philippine National Bank at 
their market value, thus increasing the working capital of asso- 
ciations in which the money was deposited. 

Together with this plan, certificates of deposits in the denomi- 
nations of ^3.75, f^.50, gpl5, ^37.50, and ^5, each, payable with 
T5; MO; ^0; f=50 and MOO in five years or at any date, in 
accordance with a fixed surrender value, conforming with the 
provisions of the law which authorizes the associations to receive 
deposits payable after previous notice is given were also released. 
Deposits for fixed periods were also taken. 

Due to lack of personnel to take charge of this work and of 
the campaign in the municipalities, the working of this plan was 
left to the boards of disrectors of the associations, the members 
of which, by the way, lacked the necessary experience to carry 
out its purpose. Nevertheless, the plan was a success as proved 
by the amount of ^115,595.11 deposited. 
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As to the economic-moral side of the saving system it may be 
stated that by means of these deposits the people acquire the 
habit of saving and at the same time the associations are bene- 
fited with additional capital and as the deposits earn only 6 
per cent interest while the associations loan them at 10 per cent 
interest, there is a profit. In a way, the deposits show the con- 
fidence that the depositors have in the integrity and honesty 
of the directors and the solvency of the associations. 

VIII. OAPITAIi STOCK 

Differing from the village banks established by Raff eissen in 
Germany, the rural credit associations are formed by subscribed 
shares, the liability of the holders of which is limited. The 
member is liable only to the extent of the value of his share in 
case the associations incur any loss. 

Besides the subscribed and paid shares, the entrance fees 
required of members, the reserved funds and any other funds 
which by law are received by the associations constitute their 
source of income. 

Upon the incorporation of an association its capital stock is 
set forth in its incorporation paper, that is, the number of shares 
it is authorized to sell to its prospective members. No member 
or shareholder is allowed to make partial payments of the value 
of the share, nor to sell, convey or pledge his share or shares 
without the consent of the board of directors. 

With the exception of the reserve fund which can not be dis- 
posed of without the express authority of the Secretary of Agri- 
culture and Natural Resources upon the recommendation of the 
Director of Agriculture, all the funds of the association can be 
invested in loans to the members or in other purposes specified 
by law. 

IX. MEMBERSHIP 

In the by-laws of every associations the conditions under 
which a person may be admitted as member of the association 
are established. Differing from other corporations organized 
under existing laws, the rural credit associations carefully select 
the persons to be admitted as members. Their qualifications 
are submitted to a rigorous examination, emphasizing the moral 
side. While in other associations the stocks are sold as mer- 
chandise to any person who can afford to buy. 

Besides what has already been mentioned, there is a lot of 
difference between the members of rural credit associations and 
the stockholders of ordinary corporations as to their preroga- 
tives. While in ordinary corporations the vote of the stock- 
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holder depends upon the number of shares he holds, in the rural 
credit associations the member has only one vote irrespective of 
the number of shares he holds. 

In ordinary corporations the shares can not be withdrawn, 
though the certificates of the same are considered as negotiable 
instrument, but in rural credit associations, any shareholder 
has the privilege to withdraw his share provided his withdrawal 
does not impair the economic stability of the association. 

Once the application of any member for withdrawal from the 
association is approved, the association is in duty bound to reim- 
burse him with the amount equal the value of his share, plus 
the dividends they may have earned. 

X. MANAGEMENT AND ADMINISTRATION 

The duties and powers of the board of directors of a rural 
credit associations are similar to those of the board of directors 
of any ordinary corporations. The board of directors is em- 
powered to administer the funds of the associations, to invest 
them in accordance with its purposes, to approve or disapprove 
any application for loans or for extension of same, and to rep- 
resent the association in its transactions with any person or 
entity. The board is composed of five members, two of whom 
are elected in even-numjbered years and the three in odd-num- 
bered years, so that there will always be two or three old direc- 
tors left in the board. 

The board of directors holds its meetings from time to time 
to consider the applications for membership and loans, as well 
as any other business of the association. Upon the constitu- 
tion of the board, it selects its president from among the direc- 
tors and a secretary who sometimes is given compensation when 
the financial condition of the association warrants, subject to 
the approval of the Director of Agriculture. 

As in any other association, the board of, directors plays the 
most important role. The success or failure of any corporation 
largely depends upon the tact and ability of the members of the 
board. The responsibilities in the management and administra- 
tion of the association rest on the shoulders of this group of 
persons whose services are purely honorary. The Director of 
Agriculture who is the general supervisor and legal adviser of 
these associations deals directly with the board of directors 
which, in the general meeting of the members, has the duty to 
report annually the work done by the association during the 
year. This makes the board's work amenable to criticisms on 
the part of the members, which is healthful. 
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At the pioneering work of establishing these associations in 
the Islands, many difficulties had to be overcome in the selec- 
tion of the proper men to lead these organizations. In the first 
place, the oflfices being honorary and the system new, many 
assumed the responsibilties of the oflfices not knowing exactly 
what they had on hand. But as the funds of the association 
multiplied, the directors became aware of the importance of 
their oflSces which required of them tact and more attention. 

Nowadays, in many associations, the directors act not only as 
trustees of the money of the shareholders but also many times 
as advisers of their co-members when some of them are em- 
broiled in litigations, are financially under pressure, or are made 
the victims of usury. In this way, the rural credit associations 
have become not only real banks, but also schools, and more 
than schools, fraternities of friends and brothers. 

The only and perhaps the most serious difficulty which even to 
this day is hard to overcome is the appointment of the treasurer. 
The law authorizing the organization of these associations 
provides that the municipal treasurer, a Government oflScial in 
charge of the collection of taxes and assessments in every munic- 
ipality, should, at the same time, act as treasurer of the associa- 
tion ; so that the incorporators or founders themselves can not 
elect or appoint as treasurer another person who has their con- 
fidence and trust. 

On the other hand, at the early days of these associations, 
this measure was the best argument for the safety of the asso- 
ciation's funds, and as a matter of fact was undoubtedly the 
best security that inspired the confidence of the members; for 
the members then were convinced that their money was in safe 
hands. But as the days went by, this security became in many 
cases a vain illusion, for embezzlements or misappropriations of 
the associations' funds were committed by municipal treasurers, 
and although the amounts embezzled or misappropriated were 
small, yet their reimbursement has not been effected to the 
present time. The defect lies partly in the law itself for fail- 
ing to required of municipal treasurers additional security or 
bond to answer for the funds of the associations in case of em- 
bezzlement or misappropriation. This defect will, however, be 
soon remedied by proposed legislative acts which are at present 
under consideration. It is not fair that the working of an ex- 
cellent machine, as the rural credit system is, should fail because 
of a small defect in its mechanism. 

Stockholders^ general meetings, — The board of directors has 
already been discussed, and the next point for discussion is the 
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general meeting or annual assembly of the stockholders. These 
general meetings are held regularly every year, for the discus- 
sion of the balance, liquidation and distribution of dividends, 
as well as for the election of the new directors according to law. 
This assembly is a sort of a court of appeals for all questions 
the solutions which do not fall within the competency of the 
board of directors. 

If there are anomalies in the administration of the association 
or irregularities in the investment of the association's fund or 
in the performance of the work of the board of directors and if 
in the investigation it appears that one or more directors are 
responsible therefor, the assembly of the stockholders constitute 
itself into a court and passes upon the merits of the case, de- 
creeing the removal of the party found guilty. The decision of 
the assembly is final. 

XI. BY-IiAWS 

In the general assembly of the associations the stockholders 
adopt their by-laws which contain provisions regulating the 
business of the associations. A copy of these by-laws is filed 
with the Government. 

The by-laws contain only such provisions as are not in con- 
flict with the law and the incorporation papers of the associa- 
tions, and are confined to the regulation of internal discipline. 

XIT. BAIiANCE AND DIVIDENDS 

Differing from ordinary associations, the rate of dividend 
which is distributed annually can not exceed 8 per cent per 
annum, irrespective of the amount of profit for the year. 
This is to avoid that the spirit of gain be made the main end 
of each individual member. 

In many associations the dividends are distributed, not in 
cash but in paid stocks, so as not to deplete the working and 
circulating capital. 

Nor are the directors allowed to make it appear that the pro- 
fits have increased, as is done in other comimercial enterprises 
in order that their shares may command better prices in the 
market, for the directors are prohibited under penalty of im- 
prisonment and fine from declaring a greater amount than 
what is really earned. 

XIII. LIQUIDATION AND DiSSOIiUTION 

No corporation in the Philippines can exist for over fifty 
years. The rural credit associations are subject to this limit- 
ation. The law provides several ways by which an association 
may be dissolved and they are as follows: 
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1. By a resolution of the stockholders convened in general 
assembly, by the (vote of two-thirds of all the members in a 
regular or special meeting called for this purpose; 

2. By decree of the court of first instance when in the opinion 
of the court, the business of the assocaition is being carried 
out in a fraudulent way or is injuring the public or any pri- 
vate individual; or 

3. By the bankruptcy or insolvency of the association. 

It is remarkable to note that during the eight years of exis- 
tence of these associations, none of them has been dissolved by 
reasons under No. 2 or No. 3, although five associations have 
been voluntarily dissolved by two-third votes of the members. 
The dissolution of these five associations were due either to 
their lethargic conditions for several years or to lack of com- 
petent persons to take the initiative in their activities. 

XIV. EXEMPTIONS AND PRIVIIiEGES 

The associations having less than ^10,000 capital enjoy more 
privileges than other associations having more than !P10,000 
capital, for the latter are subject to taxation. The purpose 
of this is to exempt the small associations which are still strug- 
gling for existence from any burden until they are on an in- 
dependent footing and able to carry burdens in the form of 
Government taxes. 

For this reason of the 547 associations now operating, none 
is taxable, for it may be rightly said that none of them is strong 
enough to carry the burden of Government taxes and to be 
emancipated from Government protection. 

These exemptions are found in article 42 of the Rural Credit 
Law, Act. No. 2508. 

XV. GOVERNMENT SUPERVISION 

The supervision over these associations is not a privilege but 
rather a security given to the stockholders. 

There are three branches of the Government that exercise 
this supervision, but the branch exercising more supervision and 
assuming the responsibility for the successes and failures is 
the Bureau of Agriculture, the Director of which acts as the 
legal adviser of all the associations. The Insular Auditor and 
the Provincial Treasurer examine the accounts of the treas- 
urers of these associations from time to time. 

In the Bureau of Agriculture there is a Rural Credit Di- 
vision headed by an American who has resided in the Philippines 
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for a long time and is the moving spirit of these associations, 
Mr. A. W. Prautch, of Oskhosh, Wisconsin. Having lived for 
thirteen years in British India where the rural cooperative 
movement has reached a grade of progress admired by other 
countries, his experience naturally inspires support and coopera- 
tion among the inhabitants of the Islands. Mr. Prautch is ably 
aided by native assistants who continually inspect the rural 
credit associations throughout the Archipelago. 

Anent the establishment of the rural credit system in the 
Philippines, the people have been entertaining the idea of ex- 
tending the rural credit idea to other activities, such as co- 
operative marketing of farm and other products, not only for 
the benefit of the small farmers, but also the products of the 
industrialists and artisans, and to help the laborers and em- 
ployees. The idea of establishing Central Cooperative Banks 
in the provinces for the purpose of providing the rural credit 
associations with capital has also been discussed, but up to the 
present nothing has been done. 

Governors-General Harrison and Wood in their messages to 
the Legislature always mentioned the need of promoting rural 
cooperation in the Islands, recommending favorable measures 
for its realization. Acting upon these recommendations some 
members of the Legislature introduced bills on this subject. 

The Senator from the Second District, Hon. Bernabe de Guz- 
man, is the author of Act No. 2818 appropriating the amount 
of one million pesos for the purpose of loaning it to the rural 
credit associations so that they, in turn, can loan it to mem- 
bers who wish to cultivate new land suitable for the cultivation 
of rice and corn. 

The former Senator from the same district, Hon. Pedro Ma. 
Sison, introduced a bill appropriating one-half million pesos to 
bei loaned in aamounts of ^IQO to small farmers, through the 
rural credit associations, but this bill failed to pass. 

The Senator from the Fifth District, Hon. Antero Sariano, 
Introduced a bill extending the scope of rural credit associations 
to activities other than agricultural, and authorizing the Secre- 
tary of Agriculture and Natural Resources to organize different 
kinds of cooperative associations. Due to some minor defects 
of this bill, it failed of passage. 

Former Representative Diaz and Virata from Camarines Sur 
and Cavite, respectively, introduced important changes in the 
present Rural Credit Law but they did not succeed to push 
through these changes. 
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After all, it is a pleasure to say that the rural credit asso- 
ciations in the Philippines have a bright prospect, full of hope 
for their development. There is no question that those who 
hold the reins of the Government are very well aware that co- 
operation will always be an important factor in the economic 
development of the Islands, especially of the small farmers. 

XVI. RICE AND CORN FUND 

As mentioned above, the Philippine Legislature by Act No. 
2818, appropriated ^1,000,000 ($500,000). The very author of 
the law undoubtedly did not have the least idea that the amount 
appropriated would be a source of income of the Government, 
When he conceived of the idea, his main purpose was to over- 
come the difficulties that threatened Philippine agriculture as a 
consequence of the late world war. The country was face to 
face with a possible shortage of foodstuffs. The rice and corn 
production was decreasing so much so that there was a time 
when rice was sold at i^lS a cavan. The Government then, by 
means of a law, had to take control of all foodstuffs stored in 
warehouses, because the merchants, taking advantage of the 
situation, were profiteering. 

This does not necessarily imply that Act No. 2818 cured all 
the evils, but the appropriation of ^1,000,000 known as the 
rice and com fund has contributed to the promotion and in- 
crease of the production of rice and corn, especially during 
those critical times after the war. 

Act No. 2818 took effect in 1919. The loans under it were 
made in terms of 6 years, 10 per cent of the capital payable on 
the first and second years, 15 per cent on the third and fourth 
years, and 25 per cent on the fifth and sixth years, at the in- 
terest of 6 per cent on the balance due. The amounts collected 
when the terms are due together with the interest earned are 
loaned again. 

Another plan was also adopted which consisted in loans pay- 
able in one year, extendable from year to year, provided the 
number of extensions does not exceed four. The purpose was 
to enable the Government to take earlier action against the 
careless rural credit associations. 

Under this plan, the Government extended loans to the amount 
of M,445.940 up to December 31, 1923. The associations paid 
^415,608.25 of the loans due and f=205,117 as interest. The 
amount of W02,678.06 of the capital and 1^22,001.99 of the in- 
terest were yet owed as overdue. 



17 



DIAGRAM SHOWING THE PROGRESS OF THE RURAL CREDIT ASSOCIATIONS IN 
THE PHILIPPINE ISLANDS 
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The Government earned, therefore, up to December 31, 1923, 
the amount of ^=205,117, with a total expenditures for admin- 
istration of ^43,724.39, making a net profit of ^161,392.61. 

The loans are made to rural credit associations at the rate 
of 6 per cent per annum and in turn are made to the members 
at the rate of 10 per cent, in this way the associations earn 4 
per cent on the loans. 

The management and administration of this fund which is 
vested in an office under the Department of Agriculture and 
Natural Resources and located in the same building of the Bu- 
reau of Agriculture in order to be near the Rural Credit Di- 
vision, are based on a banking system. This office has the 
necessary personnel, consisting in one agent representing the 
Secretary of Agriculture and Natural Resources, one account- 
ant, one clerk, and a messenger. This Office works in coopera- 
tion with the Rural Credit Division of the Bureau of Agriculture, 
which by Act No. 2508 is vested with the control and supervision 
of the rural credit associations. 

XVII. ACTIVITIES 

Besides what are shown in the Appendices of this paper, it 
may not be amiss to mention that on the 31st of December, 
1923, there were associations in 547 municipalities of 42 
provinces. These are shown in the following table: 



Provinces 



1. Abra 

2. Albay. ; 

3. Antique 

4. Bataan 

6. Batanes 

6. Batanras 

7. Bohol 

8. Bulacan 

9. Cagayan 

10. Gamarines Norte . 

11. Camarines Sur. . . 

12. Capiz 

13. Cavite 

14. Cebu 

15. nocos Norte 

16. Iloeos Sur 

17. Iloilo 

J8. Isabela. 

19. Laguna 

20. La Union 

21. Leyte 

22. Marinduque 

28. Masbate 

24. Mindoro 

26. Misamis 

26. Nueva Edja 

27. Nueva Vizeaya. . . 

28. Orientel Negros . . 

29. OceidenUl Negros 

80. Palawan 

31. Pampanga 

82. Pangasinan 

88. Rizal 

84. Romblon 



Number of 
municipal- 
ities 


1 

With 
associations 


Without 
associations 


18 


11 


7 


24 


14. 


10 


13 


12 


1 


12 


8 


4 


6 





6 


25 


15 


10 


36 


34 


2 


23 


22 


1 


24 


14 


10 


9 


4 


5 


31 


20 


11 


26 


24 


2 


20 


17 


3 


51 


14 


37 


18 


16 


2 


25 


20 


5 


37 


31 


6 


15 


10 


5 


28 


20 


h 


14 


14 





46 


10 


36 


6 





6 


8 


1 


7 


12 





12 


18 


14 


4 


27 


20 


7 


10 


6 


4 


23 


4 


19 


26 


4 


22 


8 


2 


6 


21 


20t 


1 


46 


41 


5 


27 


16 


11 


9 


6 


8 



19 



35. Samar 

36. Sorsogon 

37. Surigao 

38. Tarlac 

39. Tayabas 

40. Zambales 

41. Mountain Province: 

(o) Amburayan. 
(6) Lepanto .... 

(c) Benguet 

(d) Kalinga 

(e) Ifugao 

(f ) Apayao 

(g) Bontoc 

42. Agusan 

43. Bukidnon 

44. Cotabato 

45. Davao 

46. I-Anao 

47. Sulu 

48. Zamboanga 



Number of 
municipal- 
ities 



37 
16 
17 
17 
28 
13 



With 


Without 


associations 


associations 


12 


25 


9 


7 


5 


12 


15 


2 


19 


9 


12 


1 





7 





14 





4 





3 





5 





7 


3 


51 





12 


1 


33 


5 


10 


1 


34 





26 


1 
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The annual reports covering the year 1923 received from 
municipal treasurers show the following summary of the eco- 
nomic status of the associations: 

Number of members 77,479 

Total number of debtors 26,945 

Total number of depositors 3,107 

ASSETS 

Cash W10,223.90 

Loans to members 2,488,835.61 

Properties 3,295.32 

Other items 2,688.64 

Total 2,605,043.47 

LIABILITIES 

Capital stock f«72,668.00 

Deposits 109,536.59 

Rice and corn fund 1,023,510.24 

Loan from the National Bank 3,448.44 

Other deposits 6,596.62 

Interests collected 536,939.79 

Entrance fees 19,924.59 

Undistributed dividends 11,979.40 

Reserved fund 18,299.53 

Other items 2,146.56 

Total 2,605,043.47 

XVIII. LOANS FROM THE NATIONAIj BANK 

As an act of recognition of the personality and importance 
of the rural credit associations in the Philippines, the Philip- 
pine National Bank, the only bank then made depositary of 



20 

Government funds, set aside the amount of 1^500,000 to be 
distributed to the associations in loans of ^^,000 each, so that 
the associations would in turn lend the money to the members 
in the amount of ^100 for each member. This loan from the 
National Bank was made in 1921 during the administration of 
former manager Mr. E. W. Wilson, who by the way is now one 
on the directors of a prominent bank in the United States. 

These loans granted by the National Bank were known as 
''loans on cultivated crops," and for this reason were given only 
on the short period of six months, to help the small farmers 
in their most imperative needs, such as for the expenses in 
the preparation of seeds and transplanting of same, for the pay- 
ment of land taxes and for other domestic expenses of the small 
and poor farmers during those times of shortage or high prices 
of foodstuff. 

As the name of the loan indicates, the borrowers guaranteed 
the loan with their crops pending harvest or with their crops 
under cultivation at the time of the loans were made. The trans- 
action was first made between the Bank and the associations 
and then between the latter and their members; so that the 
associations as corporations answered directly to the Bank for 
the loans, and the members in turn answered to the associations. 
It should be mentioned, however, that all the transactions en- 
tered into in order to obtain the loan were made through the ' 
Bureau of Agriculture. The purpose was to minimize the dif- 
ficulties which are usually met in these transactions such as 
the preparation of the necessary documents required by the 
Bank; for the least delay in the preparation of these legal for- 
malities affected the good that was derived from the loans in 
view of the short period purposely required to these loans. 

The rural credit system as well as short term loans were 
new in the country, but both nevertheless rendered practical 
and profitable services to the farmers for which they ought to 
congratulate themselves and to feel themselves grateful. 

The short term loans introduced a radical change in the 
habit of the farmers and served as an educational trial that 
taught them to meet their legally contracted obligations punc- 
tually, sincerely, and honestly. 

These loans from the National Bank were secured by the as- 
sociations, as mentioned above, by means of the pending or 
unharvested crops at the rate of one peso per cavan, if it is 
palay (rice), and five pesos per picul, if it is sugar, or the 
value of loan equals, at least, 50 per cent of the value of the 
crop exclusively belonging to the borrower. The securities 
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given were also backed up, besides, by bonds of two or more 
persons for every borrower. Such was the success of this 
operation that, excepting tWo or three isolated cases, the sum 
of almost '^=100,000 taken from the Philippine National Bank 
by the associations and distributed in small loans during 1921 
and 1923, was paid and honestly returned together with the 
interests to the complete satisfaction of the Philippine National 
Bank. 

XIX. DEFECTS 

It should be mentioned that in the administration and manage- 
ment of these associations, the advantages and benefits to the 
people are not the only things to be noticed, for in fact there 
were cases in which the associations failed; but, nevertheless, 
these failures were not due to the unskillf ulness or lack of train- 
ing of the directors but to the lack of understanding between 
the directors on one hand and the members on the other. 

The main noticeable defect in the organization of some of 
these associations is that some members join not for the pur- 
*pose of cooperating but rather with the hope of getting aid 
therefrom. These members ignore or refuse to understand the 
true spirit of cooperation. They are unwilling to cooperate, 
thus, placing themselves in the group upon which the usurer 
preys. Every person who joins a rural credit association should 
make it his main purpose to cooperate with his fellow members. 
The aid in the form of loans that a member may obtain should 
be only secondary consideration. This advantage may be used 
when there is pressing need therefor, for a loan obtained just 
for the sake of obtaining money is a debt that gives no benefit 
to the borrower but instead sinks him deeper and deeper into 
the habit of borrowing money. Directors must advise and 
refuse nonproductive loans. 

There are also associations, some of whose members have the 
wrong notion that loans are like gifts or donations to them 
which they are not obliged to return nor to pay, as it is their 
associations and they are members. If the board of directors, 
which is in charge of collecting these loans, fails to compel 
the borrowers to pay these loans, the borrowers never volun- 
tarily settle them. Due to this lack of punctuality of some 
members in meeting their obligations, some associations still 
have allowed unsettled accounts which sometimes are unrecov- 
erable. Banking rules, no matter how liberal, require that 
the customers of banks be at least punctual and honest in their 
dealings. These rules are not observed by some members and 
if they are friends of the directors they are not pressed. 
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There were a few associations which were organized not for 
the purpose of establishing an institution of credit in the com- 
munity but as a spurt of enthusiasm. In some municipal treas- 
uries there were idle funds belonging to some associations which 
were never put into circulation by the directors. If the agents 
failed to find public spirited directors in a year or so these 
associations were advised to dissolve. 

If the absence of commercial transactions is censurable in a 
banking institution, it is doubly censurable that its funds be 
unscrupulously distributed to friends and favorites. There are 
a few unworthy directors who are not only guilty of granting 
loans to themselves but also to their relatives and friends, thus 
depriving those who are really in need of the loans. They do 
not repay willingly, thus abusing their prerogatives and harm- 
ing the spirit of union as the poor are discouraged and are 
unable to compel the powerful to do right, this is however cor- 
recting itself. 

It is also noticed that in some associations the proportion of 
the number of borrowers to that of the total members is too 
small. The number of borrowers hardly reaches one-third of 
the number of members, which goes to show that in these as- 
sociations little attention is given to adjusting the loan privi- 
leges in a just and equitable way. And the worst thing is that 
these few privileged borrowers believe that the loans granted 
them need not be returned to the association until they feel like 
returning them. The problem of how to prevent the humble 
being ignored remains to be solved in every country. Nor has 
the time come when money in a country almost devoid of bank- 
ing facilities will not cause envy and abuse of privileges. It 
is absolutely true that the character of members remains what 
they were before joining the association but a marked change 
is noticed in the older associations where these disturbing ques- 
tions have been somewhat settled. 

Casiquism or bossism is one of the evils that the rural credit 
association fights with energy because casiquism is repugnant 
in a democratic society where the initiative should be given full 
some rural credit associations casiquism is still practiced. In 
these associations the aims and purposes are turned to naught, 
because the members and directors cannot work harmoniously, 
everybody pulling in his own direction. 

Then there are the lack to team work between the directors 
themselves, animosity between one group and another in the 
same board where local feuds still exist. 
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Everybody is of the opinion that the Philippine rural credit 
association is the only popular institution which fights usury, not 
with philosophical arguments but with actual living acts. This 
social evil has for three centuries predominated in this country. 
It is regretable to admit that up to the present time, it has not 
been possible to completely stop the operations of the usurers due 
to lack of means to loan to the people who are still driven by 
necessity to usurers. The funds in the hands of the 547 asso- 
ciations are not sufficient to meet the needs of all the agricul- 
turists. The people must drink water; if pure water cannot be 
given to them necessarily they have to drink any kind of water 
within their reach. Usury will go when funds at a reasonable 
interest are available. 

XX. USURY 

From time immemorial the coffers of the usurers have been 
the only bank of the poor and the needy. Due to lack of a 
banking system, everybody was forced to resort to the abode 
of the usurers in search for capital, he was unable to say any- 
thing as to the rate of interest he had to pay or the conditions 
to which he was subjected. The main thing is to obtain the 
money absolutely needed. 

Though the Government looked askance upon this exploiting 
of the needy, yet it did not do anything to stop it due to lack 
of an adequate system with which to substitute the practice. In 
an ordinary bank the poor is unknown. The guaranty of the 
ordinary farmer cannot secure a regular loan. Compelled by 
his needs, he had to pawn his property in order to obtain the 
small capital which was necessary to him in tilling the soil in 
order that he may be able to produce barely enough to pay the 
usurious interest of the money he borrowed and to maintain 
himself and family. But abnormal seasons also come : not only 
drought, locusts, and animal pest but other circumstances adverse 
to him, which make it impossible for him to pay his debts and 
to meet his obligations. Here begin the sad history of the 
sacrifices and every day miseries of the small farmers. 

It is true that it was not the intention of the Government to 
entrust these associations with the difficult task of exterminating 
the evil Work of usury, which from time immemorial reigned 
undisputed in every nook and comer of the Archipelago and in 
the whole world, but after the establishment of these rural credit 
associations the usurers look upon them as disagreeable neigh- 
bors, considering them as possible competitors in their business. 

On May 1, 1916, a usury law went into effect (Act 2655) 
which limited interest on real estate security to 12 per cent 
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which was a ^eat help in preventing enforcement by courts 
of usurious contracts. 

As a matter of fact when the usurers found out that the 
number of their customers decreased and not so many submitted 
to their illicit contracts, they began to take precautions. They 
carried on their odious activities in the dark because the Rural 
Credit Division started a vigorous campaign, denouncing, 
through the press and by means of strong uncontrovertible 
proofs furnished to the prosecuting attorneys the usurious 
practices committed. As a result some usurers were fined, and 
documents which formerly v^ere considered legal and tricky 
transactions which were formerly considered legal, were an- 
nulled. All these activities culminated in the promulgation of 
a sound doctrine by the Supreme Court condemning the various 
forms of usury. 

It is safe to say that usury has been checked in some degree 
by the campaign waged by the Rural Credit Division. 

There is still the need that the Legislature will strengthen 
the present Usury Law to punish not only the usurers but also 
the notaries ^and attorneys who help them in the preparation 
and legalization of usurious documents. 

XXI. CONCLUSION 

It is safe to state that the rural credit associations in the 
Philippines have a bright prospect before them. At least it is 
very satisfying to note the hopeful comments that come from 
different parts of the Archipelago; and taking into considera- 
tion the moral progress of those nations which had longer ex- 
perience with the rural credit movement, the work along this 
line in the Philippines is bound to reach the goal of success, for 
this movement is being supported morally by public spirited 
persons. The only persons who appear to be indifferent, if not 
antagonistic, are the usurers and those who unfortunately lack 
civic courage to join in any forward movement for the good 
of humanity in exchange for sacrifices and temporary disap- 
pointments and failures. 
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Appendix A 

Table showing the economic standing of the Cooperative Rural Credit Asso- 

ciations by provinces 



Province 



Abra 

Agusan 

Albay 

Antique 

Bataan 

Batangas 

Bohol 

Bulacan 

Cagayan 

Camarines Norte. . 
Camaiines Sur.. . . 

Capiz 

Cavite 

Cebu 

Cotabato 

Davao 

IIocos Norte 

IIocos Sur 

Iloilo 

Isabela 

Laguna 

Lanao 

La Union 

Leyte 

Masbate 

Misamis 

Nueva Ecija 

Nueva Vizcaya . . . 
Occidental Negros, 
Oriental Negros. . . 

Palawan 

Pampanga 

Pangasinan 

Rizal 

Romblon 

Samar 

Sorsogon 

Surigao 

Tarlac 

Tayabas 

Zambales, 

Zamboanga 

Total 



Number of 


Number of 


Circulating 


members 


borrowers 


capital 


826 


318 


P18,119.62 


210 


58 


5,146.22 


1,961 


589 


52,950.41 


2,115 


959 


93,965.91 


1,438 


744 


48,319.28 


2,190 


881 


109,333.06 


6,669 


1,898 


144,866.10 


2,268 


890 


79,894.80 


1,399 


416 


44,381.84 


257 


71 


5,351.18 


2,376 


832 


99,002.07 


2,342 


1,244 


198,244.59 


1,979 


891 


114,562.16 


1,216 


542 


66,379.53 


141 


30 


3,163.26 


546 


123 


12,387.17 


4,954 


936 


61,311.25 


3,096 


1,067 


56,887.53 


5,037 


2,659 


218,681.03 


956 


314 


18,500.56 


1,900 


605 


59,937.28 


123 


69 


3,166.54 


2,798 


876 


63,874.55 


946 


301 


19,839.27 


86 


30 


2,970.31 


2,000 


414 


42,083.01 


1,799 


787 


105,325.21 


714 


187 


13,113.42 


396 


157 


21,728.21 


296 


101 


8,494.69 


207 


107 


10,645.23 


1,970 


598 


121,203.22 


9,574 


2,643 


193,858.12 


2,297 


992 


81,765.75 


553 


165 


10,940.92 


1,125 


468 


46,261.50 


741 


291 


26,070.06 


387 


118 


15,057.02 


3 ,040 


1,020 


161,474.37 


2,240 


751 


92,970.34 


2,158 


782 


51,416.36 


153 


21 


1,380.53 


77 ,479 


26 ,945 


2,605,043.47 
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Appendix B 

Rice and corn fund, Act No. 2818 (special funds) 



Province 

Abra .1 

Albay '..'.'.'.'.''...''.'.' '.'.\ 

Antique 

Bataan .\ 

Batangas 1 

Bohol '..'..'.'.'.'.".".''.''.''.''.'■ 

Bulacan 

Cagayan .................'■ 

Camarines Sur ............'..'.'. 

Capiz i 

Cavite ! 

Cebu 

Ilocos Norte 

Ilocos Sur I 

Iloilo 

Isabela 

Laguna 

La Union I 

Leyte 

Misamis 

Nueva Ecija 

Nueva Vizcaya 

Occidental Negros 

Oriental Negros 

Palawan ■ 

Pampanga 

Pangasinan 

Rizal ; 

Romblon ' 

Samar 

Sorsogon 

Surigao ! 

Tarlac 

Tayaba6 ; 

Zambales 

Total P 

28 ~~ 



Number of 
borrowing 
associations 



7 

8 

10 

5 

10 

23 

11 

10 

12 

20 

11 

9 

11 

11 

23 

3 

9 

9 

4 

3 

10 

2 

2 

2 

1 

7 

26 

8 

1 

8 

4 

3 

7 

10 

11 
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Amounts owed 



^5,706.67 

22,002.21 

28,147.79 

8,050.00 

43,440.00 

44,093.40 

22,225.00 

17,226.25 

49,959.94 

111,481.79 

50,032.99 

23,039.72 

13,708.97 

12,440.00 

81,497.14 

8,600.00 

18,678.59 

13,039.57 

7,188.50 

2,650.00 

47,533.83 

3,903.74 

5,954.40 

1,124.17 

3,400.00 

33,764.82 

70,674.65 

30,460.00 

2,160.00 

20,107.41 

12,416.64 

4,500.00 

87,599.48 

28,350.00 

23,447.40 



956,605.07 



Appendix C 

[Act No. 2508 as amended by Acts Nos. 2566 and 3160] 

AN ACT REGULATING THE CREATION AND OPERATION OF 
"RURAL AGRICULTURAL COOPERATIVE ASSOCIATIONS," 
AND FOR OTHER PURPOSES. 

By authority of the United States, be it enacted by the Philippine Leg- 
islature, that: 

DENOMINATION 

Section 1. The associations formed under the provisions of! this Act 
shall be known as and denominated "Agricultural Credit Cooperative 
Associations." 

Each association shall also adopt and affix to said generic denomination 
a specific denomination consisting of the names of the municipality and 
province in which it is organized. 

PURPOSE 

Sec. 2. It shall be the purpose of the aforesaid associations to accumu- 
late funds, by means of cooperation, in order to extend to their members 
credit on reasonable terms for exclusively agricultural operations, and to 
encourage thrift, activity, and punctuality in meeting obligations among 
said members. 

organization and incorporation 

Sec. 3. In order to be entitled to the benefits of this Act, said associa- 
tions shall organize by means of a public instrument and shall incorporate 
in accordance with the Corporation Law. 

Sec. 4. Not more than one association shall be organized within the 
limits of a municipality: (Amendment) Provided, however, That in the 
political subdivisions so-called municipal districts or townships in specially 
organized provinces this kind of associations may be organized under the 
express authority of the Director of Agriculture: Provided, further. That 
the duty of the association treasurers shall be discharged by a person ap- 
pointed by the Director of Agriculture and recommended by the Board 
of Directors of said association. A suitable bond issued in accordance with 
the same proceedings heretofore required from regular municipal treasurer 
will be required before his assumption to duty. The association treasurer 
thus appointed may receive such reasonable remuneration as the Board 
of Directors may designate with the approval of the Directdr of Agriculture 
if the business of the association so warrants: Provided, further. That if 
there is no competent person to discharge the duty of the treasurer of the 
association at the time of the organization the provincial treasurer or any 
of his deputies shall be designated as the acting treasurer of said asso- 
ciation until a capable person shall have been duly appointed. 

29 
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BUSINESS WHICH MAY BE TRANSACTED 

Sec. 5. Agricultural credit cooperative associations may, upon incorpo- 
ration, engage in the following operations: 

(a) Extend credit to the members of the association: 

1. For the expenses of securing title to, and the registration of, their 
land under Act Numbered Four hundred and ninety-six, and for purchas- 
ing and securing title to new agricultural land; 

2. For the purchase of live stock, fertilizers, preparations for the des- 
truction of pests of various kinds, seeds, machinery, or implements which 
the borrower shall use for agricultural purposes exclusively; 

3. For the redemption of incumbrances on agricultural lands; 

4. For the cultivation and improvement of such lands ; 

5. For the expenses in connection with the planting, cultivation, harvest- 
ing, or care of any agricultural crop or product, or storage and housing 
until sold or marketed; 

6. Upon gathered products stored in a safe place and at the disposal 
of the association in a sum not to exceed fifty per centum of the fair 
market value of such gathered products; 

7. For the construction, repair, and maintenance of works for irriga- 
tion or drainage of land. 

(6) Open credits in current account, with interest, with the members 
of the association. 

(c) Acquire or purchase seeds, fertilizers, preparations for the destruc- 
tion of pests of various kinds, machinery, live stock, and agricultural im- 
plements of any kind and sell the same to the members of the association. 

(d) Contract loans and receive deposits in order to increase their work- 
ing and circulating capital. 

CREDITS 

Sec. 6. The credit operations of these associations must be witnessed 
by a promissory note or other document, signed by the applicant for the 
loan and accompanied by a personal, or pignorative security or mortgage 
upon real estate. 

Sec. 7. Personal security shall consist in a bond signed by two or more 
persons of recognized solvency in the municipality concerned. 

Sec. 8. Pignorative security may consist either in the pledging to the 
association of stock of the same, the value whereof, in the judgment of 
the directors, shall be at least thirty per centum more than the sum bor- 
rowed: Provided, That the total of the loans which an association may 
make upon the security of its own share of stock shall not exceed one- 
third of its paid-up capital; or by the pledging to the association of standing 
or harvested, gathered, and stored crops; machinery and implements used in 
agricultural operations; live stock and any other property susceptible of 
being separated without deterioration of the land to which it is attached ; 
the loan not to exceed in any case fifty per centum of the value of such 
property. 

Sec. 9. Mortgage upon real estate shall consist in a first mortgage on 
unincumbered real estate; but the loan shall in no case exceed fifty per 
centum of the market value of such real estate in the case of unregistered 
titles and sixty per centum in the case of registered titles. 
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Sec. 10. A member applying for a loan shall prove to the satisfaction 
of the board of directors that at the time of contracting the loan he has 
paid up the par value of at least one share of stock and that he is not 
indebted to the association or to his bondsmen or sureties for said loan. 

Sec. 11. No director shall vote on a loan requested by him for himself 
for any member of his family, natural or by affinity, to the third degree, 
or applied for by any member of his family, natural or by affinity, to the 
third degree, nor on a loan requested by any person who owes a debt to 
him or to any member of his family; nor shall he become bondsman, surety, 
or indorser of any loan contracted with the association. 

Sec. 12. Loans may be repaid in installments or in one payment; but the 
borrower may at any time pay the full amount or part of his indebtedness 
before it falls due, in which case a proportionate discount shall be made of 
the interest on the loan for the unexpired period. 

The rate of interest on loans shall in no case exceed ten per centum 
per annum and shall be fixed annually in accordance with the by-laws. 

Sec. 13. In case a borrower is three months in arrear in the payment 
of the dues or of the interest on any loan, the entire loan may, at the 
option of the board of directors, be declared due and payable. 

Sec. 14. The association may purchase at any public or private sale any 
property on which it has a mortgage, judgment, lien, or any other incum- 
brance, or in which it has any property interest; and may sell, convey, 
lease, or mortgage such property: Provided, That in case the property 
purchased is real estate, it shall be sold or definitively disposed of within 
three years after the adjudication of the title thereto to the association. 

Sec. 15. The period of duration of the loans shall not exceed one year, 
which period may be extended for a time not to exceed five years by 
annual extensions. 

DEPOSITS 

Sec 16. An association may receive deposits payable on notice and time 
deposits; but the total amount of said deposits shall at no time exceed 
its paid-up capital stock. 

Sec. 17. The assets of the entire association shall constitute the guaranty 
of the depositors, who shall have a prior right to said assets as against 
all other creditors. 

Sec. 18. Married women and minors may in their own right and under 
their own names make deposits and receive receipt for deposits or interest. 
If, however, a guardian shall notify the proper officer of an association in 
writing not/ to pay the deposits or interest to the minor whose guardian he 
is, then payment shall be made to such guardian only. 

Sekj. 19. In the case of deposits payable on notice, it shall be lawful to 
require depositors to give notice, within a period which shall not exceed 
thirty days, of their intention to withdraw their deposits; and in this case 
such association may refuse to pay any deposit until such notice shall 
have been given and the time prescribed therefor shall have elapsed. 

Sec. 20. Whenever the depositors shall request the return of their 
deposits and the money of the association actually available for this pur- 
pose is only sufficient or is insufficient for the payment of said deposits, 
the association shall make no new loan nor investment from the funds of 
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the depositors or from the profits from said funds until the request of 
the depositors shall have been satisfied. Any officer or director of the as- 
sociation making or authorizing the making of any loan or investment from 
the funds of the depositors or the profits from said funds in violation of 
this section shall be punished by imprisonment for not more than one year, 
or by a fine of not more than one thousand pesos. 

CAPITAL STOCK 

Sec. 21. The funds of these associations shall be made up of the ad- 
mission fees, the subscriptions of shares of stock, the reserve fund, and 
any other funds accruing under the law or the by-laws to the general funds 
of the association. 

Sec. 22. The association may charge an admission fee for each member 
and a conveyance fee for each share of stock transferred, which fee shall 
accrue to the general fund of the association. 

Sec. 23. The capital and the number of shares of stock of each agricul- 
tural credit cooperative association shall be fixed by the articles of in- 
corporation : Provided, however, That it shall be lawful to fix in said articles 
of incorporation the minimum capital necessary for an association to begin 
operations, and to provide in its by-laws for the dissolution of the associa- 
tion if the capital stock shall be reduced to a sum less than said minimum. 

Sec. 24. The capital stock shall be divided into shares. The par value 
of each share shall not exceed five pesos. No person shall have for him- 
self shares for more than five hundred pesos. The payment for each share 
of stock shall be made in one sum and upon delivery of the certificate 
therefor. The by-laws shall establish the value of each share and the 
manner of subscribing. 

Sec. 25. The shares shall be registered and shall not be deemed trans- 
ferred, mortgaged, or pledged without the consent of the board of directors. 

Sec. 26. It shall be lawful to prescribe the imposition of a reasonable 
fine on any delinquent stockholder or any stockholder who in any manner 
shall fail to comply with his stipulations with the association. 

Sec. 27 (Amendment). The reserve fund shall consist of a sum set 
aside by the board of directors from the profits at each annual balance 
prior to the distribution of any dividend, which sum shall not be less than 
twenty per centum of said net profits. As soon as the reserve fund shall 
be equal to fifty per centum of the paid-up capital stock, the accumulation 
of the sum set aside from the net profits may be suspended; but it shall 
be renewed as soon as it shall fall below said fifty per centum. 

The reserve fund may be invested in securities or investment to be rec- 
ommended by the Director of Agriculture and approved by the Secretary 
of Agriculture and Natural Resources and shall be expended only for 
covering the deficits of the association. 

members 

Sec. 28. The by-laws shall determine the qualifications for membership, 
the form of admission and expulsion, the form of appeal against a resolu- 
tion refusing admission, and the form of withdrawal from membership. 
The death of a member shall be considered a withdrawal from membership. 

Each member shall be a resident of the municipality in which the as- 
sociation is organized, and shall have the reputation in the locality of being 
honest and industrious. 
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Sec. 29. Each member shall have not more than one vote regardless of 
the number of shares held by him. 

Sec. 30. Any member may withdraw from the association, to take effect 
at the end of the current association year only, if the application for with- 
drawal was made before the last quarter of the association year; if made 
later, it shall take effect at the end of the next following association year. 

An outgoing member shall be entitled to the benefits to which he may 
have been entitled under the by-laws during the time of his membership in 
the association; but an outgoing member shall not be permitted to demand 
the amount of the shares until the association shall have funds available 
therefor; Provided, however, That there shall not be appropriated, in any 
one month, for payment to retiring member and on account of their shares 
more than one-third of the total net receipts of the association: Anid pro- 
vided, further, That the sum which may be available shall be paid to the 
members in the order of the dates on which their applications for with- 
drawal are filed; And provided, also. That the association shall be obliged 
to pay, as soon as it has funds available, members who have withdrawn 
and have not been paid, after the conclusion of the year in which they have 
withdrawn. An outgoing member shall not be entitled to any participation 
in the reserve fund. 

An outgoing member shall be liable for a proportionate share of the 
losses and obligations of the association for operations effected during the 
period of his membership. 

ADMINISTRATION AND GOVERNMENT 

Sec. 31. The government and administration of these associations shall 
be entrusted to a board of directors and to the stockholders' general 
assembly. 

The powers and duties of the board of directors and the stockholders' 
general assembly and of any other committee that may be authorized for 
the supervision of the business of the association and the work of its 
directors shall be determined by the by-laws. 

The board of directors shall consist of five members, who may serve 
with or without compensation. The directors shall be members of the 
association and own at least one share of stock, which shall not be trans- 
ferred, mortgaged, or pledged during their terms of office. If at any time it 
appears that this section has been violated, the position of the offending 
director shall forthwith be declared vacant. 

Sec. 32. The directors shall be elected for two years, and two of them 
shall be renewed each even-numbered year and three each odd-numbered 
year. During the first and the second year of the association the directors 
to be renewed shall be designated by lot. The board of directors shall 
origin&Uy hold a meeting at least once a month to act upon the admission 
of members and other pending business of the association. A special 
meeting may also be held upon call by the president or a majority of the 
members . 

Sec. 33 (Amendment). Immediately after their election and each year 
thereafter upon a date to be fixed by the by-laws, the directors shall elect 
from amongst themselves a president and a secretary and shall appoint 
such other officers as the by-laws may prescribe, the treasurer of the 
municipality where the association is located to act as ex-officio treasurer 
of the association without additional compensation. The treasurer of the 
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association shall not be eligible for election as a member of the board of 
directors. The directors and officers shall perform the duties intrusted 
to them by law or by the by-laws. A majority of the directors shall con- 
stitute a quonmi for the transaction of the corporate business of the as- 
sociation, and every resolution of the majority of the quorum duly as- 
sembled in a meeting, shall be valid as a corporate act: Provided, That 
no? loan shall be made except by affirmative vote of at least three members 
of the board. 

Sec. 34. The directors of the corporation may be removed from office by 
the stockholder's general assembly, and by the vote of two-thirds of all 
members at a regular meeting or a special meeting called for the purpose, 
upon notification in the latter case to the stockholders of the intention to 
propose such removal at such meeting. 

Sec. 35. The directors shall be jointly and severally responsible for ope- 
rations effected in violation of the by-laws or resolutions of the general 
assembly, except those who entered a protest at the time when such 
operations were determined upon. 

Sec. 36. The stockholders' general assembly shall be composed of the 
members owning at least one share of stock, and when lawfully constituted 
it shall represent all the members. There shall be a regular convention 
of the general assembly at least once each year, on the date fixed in the 
by-laws, for the purpose of filling vacancies on the board of directors and 
receiving the report of the latter on the operations of the preceding year 
and hearing their recommendations regarding the distribution of the gains 
and profits for the same period, and for the purpose of transacting other 
general business of the association. 

Sec. 37. At the call of the board of directors or of one-third of the 
members, the general assembly shall also convene for the transaction of 
special business covered by the call. 

BY-LAWS 

Sec. 38. Agricultural credit cooperative associations shall, within thirty 
days after their organization, adopt by-laws containing such regulations 
as may be deemed advisible for their management, administration, and in- 
terior government, provided they are not inconsistent with the articles of 
incorporation or with the provisions of this Act. The by-laws shall, among 
others, contain rules covering the following subjects: 

(a) Name and domicile of the association. 

(6) Purposes and sphere of action of the business operations of the 
association. 

(c) Procedure in the admission of members to the associations, dues 
which they have to contribute toward the support thereof, and manner of 
communicating their accounts to the members. 

(d) Rights and duties of individual members toward the association, 
and of the association toward individual members. 

(e) (Amendment). Form of appointment, term of office, resignation, 
removal, substitution, duties, and rights of the directors. 

(/) Powers of the board of directors, quorum for passing resolutions, 
and manner of recording the same and protests on the part of any member 
or members. 
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(g) Form of organization of the stockholders' general assemblies, classes 
of the latter, manner of calling the same, powers and duties thereof, and 
quorum for passing resolutions. 

(h) Number, form of appointment, removal, powers, conduct, and obli- 
gations of the employees of the association and guaranty to be furnished 
by them for the performance of their official duties. 

(i) Manner of inspection and auditing of the accounts, books, and docu- 
ments of the association, as well by the directors as by the members 
thereof and the several committees created for this purpose. 

(j) Books to be kept by the association and its employees and manner 
in which the accounts thereof shall be kept. 

(k) Manner in which the association shall carry on its work and guar- 
anties which it shall or may require for its operations. 

(I) Manner of forming the funds of the associations and application of 
the profits obtained and investment thereof. 

(m) Rules for submission of social questions between members to final 
decision by arbitration. 

{n) (Amendment). Dissolution and liquidation of the association, persons 
empowered to effect the same, manner of proceeding thereto, and applica- 
tion of the funds on hand upon such liquidation. 

These by-laws shall be approved by a majority vote of the members 
present at the stockholders' general assembly. 

The by-laws may from time to time be amiended by said stockholders' 
general assembly subject to the approval of the director of Agriculture. 

Sec. 39. The original by-laws and their amendments, duly attested by 
a majority of the directors and countersigned by the president of the as- 
sociation, shall be forwarded to the Director, Bureau of Commerce and 
Industry who shall attach said copy to the articles of incorporation on 
file in his office. 

BALANCES AND DIVIDENDS 

Sec. 40. (Amendment). The board of directors shall at least once each 
year prepare a balance sheet of the association, determine the profits and 
losses on all business transacted, and declare in accordance with such bal- 
ance sheet the dividends to be paid to the stockholders: Provided, That 
dividends shall not be paid until after the accounts of the association have 
been examined and approved by the Auditor of the Philippine Islands, or by 
his duly authorized representative. 

No dividend shall be paid by any association to an amount greater than 
its net profits then on hand, deducting therefrom its losses and bad debts. 
All debts due any association on which interest is past due and unpaid for 
a period of six months, unless same are well secured and in process of 
collection, shall be considered bad debts within the meaning of this section. 

Interest accrued but not collected shall not be included among the profits 
for the computation of the dividend to be paid. 

Directors who, in the annual balance sheet shall maliciously participisite 
in a failure to state clearly the actual profits and losses of the associa- 
tion, or who shall willfully distribute dividends except out of the. net 
earnings as determined in accordance with the provisions of this section 
or without lawful provision for reserve, or who shall in any other manner 
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violate the provisions of this section, shall be punished by a fine of not to 
exceed two thousand pesos, or imprisonment not to exceed two years, or 
by both such fine and imprisonment. 

LIQUIDATION AND DISSOLUTION 

Sec. 41. Agricultural credit cooperative associations may be dissolved : 

(a) Upon expiration of the time limit prescribed in the articles of in- 
corporation, if incorporated for a definite period. 

(b) By resolution of the stockholders' general assembly, adopted by a 
two-thirds vote of all members at a regular or special meeting called for 
this purpose. 

(c) By order of the court of first instance of the province in which 
the association is operating, whenever it shall appear to the satisfaction 
of the court that the business of the association is being transacted fraudu- 
lently or is causing, or liable to cause, injury to the public or to any person. 
In this case the procedure prescribed by the Corporation Law in similar 
cases shall be followed. 

(d) On account of bankruptcy or insolvency of the association. 

The liquidation shall be made by the board of directors, unless other- 
wise provided by the by-laws or the stockholders* general assembly. The 
liquidation shall be made within one year's time, after the expiration 
whereof and upon petition by any member having made a loan or deposit 
the court of first instance of the province in which the association is 
operating may appoint another person or persons as liquidators. 

EXEMPTIONS AND PRIVILEGES 

Sec. 42. The association created by this Act whose net assets do not 
exceed ten thousand pesos shall enjoy the following exemptions and pri- 
vileges, the provisions of existing law to the contrary notwithstanding: 

(a) They shall be exempt from the payment of the registration fees 
established in section eight of Act Numbered Fourteen hundred and fifty- 
nine for the filing of their articles of incorporation, by-laws, and other 
documents provided for by this Act. 

(6) They shall not be subject to the payment of the taxes established 
by the Internal Revenue Law of nineteen hundred and fourteen. 

(c) Persons making deposits with or loans to the said associations shall 
also be exempt from the payment of any tax established by existing law 
or hereafter established for deposits or loans. 

(d) These associations shall likewise be exempt from the payment of 
all court fees payable to the Insular Government for actions brought under 
this Act or to enforce the payment of obligations contracted in favor of 
the association. 

(e) The registration of the securities required by the association for 
loans upon real estates, property rights, or personal property shall be 
exempt from the payment of the fees established by section one hundred 
and fourteen of Act Numbered Four hundred and ninety-six, as amended 
by section seven of Act Numbered Sixteen hundred and forty-eight, by the 
tariff of the Mortgage Law of eighteen hundred and ninety-three, and by 
section fifteen of Act Numbered Fifteen hundred and eighty on chattel 
mortgages. 

(/) The credits of said associations against members of the same for 
sums borrowed by them shall have the preference as regards collection 
over any other claim except in case of a duly registered hipothecary credit 
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on real or personal property, and in the case of taxes, within two years 
after such taxes become due. 

(g) Sums lent or deposited with the treasury of the association, up to 
the amount of two hundred pesos, shall enjoy exemption from attachment 
by virtue of any civil action, provided such loan or deposit has been made 
prior to the fact resulting in said action; otherwise, and in case said action 
is derived from a criminal action, said sums may be attached, but shall not 
be withdrawn from the treasury of the association, and the creditor shall 
merely succeed the lender or depositor concerned in his rights in) the same : 
Provided, however, That none of the provisions of this subsection shall be 
applicable to debts contracted in favor of the association by lenders or 
depositors. 

{h) They shall also enjoy the privilege of depositing their closed cash 
boxes in the safes of the municipal or provincial treasurers' offices, but 
no charge shall be made them for such deposit, nor shall said treasurers 
be responsible, except in their capacity as agents of said associations. 

{%) They shall enjoy the privilege of depositing with the postal savings 
banks such funds as they may desire to deposit, at the same rate of interest 
as granted to an individual and without limitation as to the amount. 

(i) They may receive from their provincial board, the postal savings 
banks, the Agricultural Bank of the Philippine Islands, or from similar 
agricultural credit cooperative associations loans or deposits, as may be 
granted to them, upon the security of the property belonging or mortgaged 
to them; the total of said loans and deposits not to exceed one-half of their 
paid-up capital stock. 

GOVERNMENT SUPERVISION 

Sec. 43. (Amendment). It shall be the duty of the Director of Agri- 
culture, either himself or through his agents or delegates to make propa- 
ganda in the provinces of the Archipelago for the proper and speedy 
organization of the associations created and established by this Act, and 
he shall act as legal adviser to said associations and shall revise the by-laws 
of each association. The Director of Agriculture shall issue, with the 
approval of the Secretary of Agriculture and Natural Resources, the nec- 
essary orders and rules regarding the manner in which they shall keep 
their account books and records, and the general manner of investing their 
funds of all kinds and the terms upon which they shall make loans to thisir 
members, and likewise the terms upon which they may receive loans and 
deposits from private or official persons or corporations. 

Said Director of Agriculture shall either personally or through his 
agents and deputies, at least once every six months, cause an examination 
to be made of the operations of each association in order to ascertain 
whether its operations are in accordance with the law, the by-laws, or the 
orders and rules issued by his office. In case he finds that any association 
violates the law, the by-laws, or the orders and rules in the premises, he 
shall give the necessary orders to the board of directors of said association 
to have the defect remedied, and in case of noncompliance the secretary of 
the association shall, upon the request of the Director of Agriculture or 
any of his agents or deputies, call a special meeting of the stockholders' 
general assembly in order to decide whether or not there are grounds for 
the removal from office of one or more of the responsible directors. 

The treasurer of the province where the association is located and the 
Auditor of the Philippine Islands, either personally or through their 
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authorized representatives, shall examine the books and accounts of the 
treasurer of the association at the same time that his books and accounts 
as municipal treasurer are examined, or at such other times as the Di- 
rector of Agriculture may request such examination, the result of which 
shall be reported to the Director of Agricculture. 

BOOKS AND RECORDS OF THE ASSOCIATION 

Sec. 44. All agricultural credit cooperative associations shall carefully 
keep and preserve a record of all their business transactions and minutes 
of all meetings of their directors and of the stockholders' general assembly, 
setting forth in detail in each case the date and place where the meeting 
was held, whether the meeting was regular or special, and if special, what 
was its purpose and by whom it was called, the members present and absent, 
and all resolutions adopted at said meeting. 

Sec. 45. Each of these associations shall also keep a register of the 
members, which, on the first pages thereof, shall contain a copy of the 
articles of incorporation and the by-laws of the association translated into 
the dialect of the locality. These by-laws shall be deemed the real and 
original by-laws, the same as those filed with the Mercantile Registry, Bu- 
reau of Commerce and Industry. Immediately after the by-laws shall 
follow a complete list of the members, with their names and surnames, 
addresses, occupations, number of shares of stock, and amounts paid. 
Each member shall set his signature opposite his name at the time of his 
admission, and the respective date shall be recorded and his signature or 
mark, as the case may be, shall be considered as an agreement of the 
signer to abide by said by-laws. The pages of this book shall be so 
arranged as to leave sufficient spaces for members who may die, withdraw, 
be expelled, or transfer their stock. In case of withdrawal the member 
withdrawing shall sign, and the signature or mark with the date shall be 
the best proof of the fact of the separation. 

The signature or mark of the member entering or withdrawing shall be 
witnessed by two persons, one of whom shall be a director of the as- 
sociation and the other a member thereof. 

The books of agricultural credit cooperative associations shall be open 
for inspection by the members during office hours on working days. 

Sec. 46. The provisions of the Corporation Law shall apply to these 
associations except as otherwise expressly provided in this Act. 

Sec. 47. All Acts or parts of Acts inconsistent with the provisions of 
this Act are hereby repealed. 



Appendix B 

[Act No. 2818] 

AN ACT TO ENCOURAGE THE INCREASE OF THE RICE AND 
CORN PRODUCTION IN THE PHILIPPINE ISLANDS, TO AP- 
PROPRIATE THE NECESSARY FUNDS THEREFOR, AND FOR 
OTHER PURPOSES. 

Be it enacted by the Senate and House of Representatives of the Philippines 
in Legislature assembled and by the authority of the same: 

Sex:;tion 1. For the purpose of increasing the production of rice and corn 
in the Philippine Islands, encouraging and stimulating the breaking and 
cultivation of new areas of lands suitable therefor which now lie fallow, 
there is hereby appropriated, out of any funds in the Insular Treasury not 
otherwise appropriated, the sum of one million pesos, to be invested and 
disbursed in accordance with the provisions of this Act. 

Sec. 2. The sum of one million pesos so appropriated shall be invested 
exclusively in loans to agricultural credit cooperative associations organized 
under Act Numbered Twenty-five hundred and eight and its amendments, 
subject to such conditions as the Secretary of Agriculture and Natural 
Resources may require : Provided, however, That such loans shall be granted 
only for the breaking and cultivation of new rice or corn lands which are, 
or have been, lying fallow, or for the purchase of the work cattle or 
agricultural implements necessary to increase said production. These loans 
shall bear interest at a rate not to exceed six per centum per annum: 
Provided, further, That each individual loan shall not be in excess of the 
sum of two thousand pesos, and that the maturity of said loans shall not 
extend beyond June thirtieth, nineteen hundred and twenty-five. At the 
expiration of said period, the entire capital and interest shall revert to 
the Insular Treasury, and the lands, cattle, or other property attached for 
delinquency shall become the property of the Government of the Philippine 
Islands, and the Director of Lands may, with the approval of the Secretary 
of Agriculture and Natural Resources, lease the same in accordance with 
the provisions of the Public Land Act or sell them to individuals only, in 
accordance with said Act. 

Sec. 3. The capital and the interest referred to in the last preceding 
section shall constitute a special fund, to be known as the "Rice and Corn 
Fund," and shall be invested only in accordance with the aims and pur- 
poses of this Act. The Secretary of Agriculture and Natural Resources 
may, however, set aside part of said funds for the purchase of work 
cattle, seed, and agricultural implements for sale to the borrowers, but the 
proceeds of such sale shall be added to said special fund. 

Sec. 4. The Secretary of Agriculture and Natural Resources may also 
set aside part of the funds appropriated by this Act for salaries and travel 
expenses and other necessary expenses incurred in carrying out the pur- 
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poses of this Act and said Secretary of Agriculture and Natural Resources 
is hereby authorized to appoint and employ such personnel as may be 
necessary. 

Sec. 5. This Act shall take effect on its approval and shall continue in 
force until June thirtieth, nineteen hundred and twenty-five, and all causes, 
proceedings, or actions of any nature begun, or that may have to be begun, 
under this Act after said date, shall be continued and carried on as if such 
Act were still in force, until the final conclusion of such causes, proceedings, 
or actions. 

Approved, March 2, 1919. 
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[Act No. 3039] 

AN ACT TO AMEND SECTIONS TWO AND FIVE OF ACT NUM- 
BERED TWENTY-EIGHT HUNDRED AND EIGHTEEN 

Be it enacted by the Senate and House of Representatives of the Philip- 
pines in Legislature assembled and by the authority of the same: 

Section 1. Sections two and five of Act Numbered Twenty-eight hun- 
dred and eighteen are hereby amended to read as follows: 

"Sec. 2. The sum of one million pesos so appropriated shall be invested 
exclusively in loans to agricultural credit cooperative associations organized 
under Act Numbered Twenty-five hundred and eight and its amendments, 
subject to such conditions as the Secretary of Agriculture and Natural 
Resources may require: Provided, however, That such loans shall be 
granted only for the breaking and cultivation of new rice or corn lands 
which are, or have been, lying fallow, or for the purchase of the work 
cattle or agricultural implements necessary to increase said production. 
These loans shall bear interest at a rate not to exceed six per centum per 
annum: Provided, further. That each individual loan made by the associa- 
tions to their members shall not be in excess of the sum of two thousand 
pesos, and that the maturity of said loans shall not extend beyond June 
thirtieth, nineteen hundred and thirty. But beginning with January firsts 
nineteen hundred and twenty-two, no individual loan made by the asso- 
ciations to their members shall be in excess of the sum of one thousand 
pesos. At the expiration of said period, the entire capital and interest 
shall revert to the Insular Treasury, and the lands, cattle, or other pro- 
perty attached for delinquency shall become the property of the Govern- 
ment of the Philippine Islands, and the Director of Lands may, with the 
approval of the Secretary of Agriculture and Natural Resources, lease 
the same in accordance with the provisions of the Public Land Act or sell 
them to individuals only, in accordance with said Act." 

"Sec. 5. This Act shall take effect on its approval and shall continue 
in force until June thirtieth, nineteen hundred and thirty, and all causes, 
proceedings, or actions of any nature begun, or that may have to be begun, 
under this Act after said date, shall be continued and carried on as if such 
Act were still in force, until the final conclusion of such causes, proceedings, 
or actions." 

Sec. 2. This Act shall take effect on its approval. 

Approved, March 10, 1922. 
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Manila 



INSTRUCTIOXS FOR ORGANIZING RURALi CREDIT 
ASSOCIATIONS 

The absence of any source from which small farmers can secure the 
small sums needed for their agricultural operations has driven them to 
usurers and other oppressors who exploit them. There are also many 
farmers who realize the importance of improving their equipment and 
farming methods, bettering their social standing and keeping free from 
debt, but who lack the means to effect any of these things. What they 
need is access to capital, at moderate interest and on reasonable terms 
in general. Their honesty and industry may be unquestioned, nevertheless 
their individual security does not command the desired confidence in the 
money market. Where a group of neighboring farmers are thus similarly 
situated, an agricultural credit cooperative association, commonly known 
as a rural credit association, vnll supply the needed funds. The members 
cooperate with one another to this end. Act No. 2508 as amended by 
Act No. 2566 authorizes the people in any regularly established municipal- 
ity or township where there is a municipal treasurer to form and operate 
their own rural association, to manage it themselves under such by-laws 
and rules as will insure the safety of the funds and operations. 

For the benefit of those interested, the following suggestions for or- 
ganizing a rural credit association are given to aid public-spirited citizens 
to organize one in their community. 

general idea of rural credit 

The purpose of these associations is to accumulate funds by means of 
cooperation to be loaned to the members on reasonable terms, for ex- 
clusively agricultural purposes and to develop in them thrift, activity, 
and punctuality in meeting their obligations. 

Only one association is permitted in a municipality. This is to prevent 
rivalry. Not more than 10 per cent interest may be charged, and loans 
are for small sums to prevent large banking operations among the rich. 
All the funds are kept by the municipal treasurer, who is by law ex-officio 
treasurer, his bond guarantees the association the safe keeping of its 
funds. All authority rests with the shareholders, each of whom has but 
one vote, irrespective of the number of shares he or she owns. It being 
impracticable to call all the members together to pass on applications for 
loans and other routine business, a board of five directors is elected to 
represent the shareholders and to dispatch the business. It will be seen 
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that the success of the association depends almost entirely on the activity, 
character, and business sense of these directors, therefore great care must 
be taken to select public spirited men or women in whom the general public 
has confidence as directors. 

The form of organization is by incorporation. The value of one share 
is ^2. Those interested in organizing an association will first of all .explain 
the object and select those who have the best interests of the community 
at heart and are willing to lend their influence and invest some money to 
establish a small village bank, managed by themselves, to make small 
loans to the most needy members, to save them from having to borrow 
from usurers. 

Any number may be invited to become members, each paying cash in 
advance for from one to one hundred shares at T2 each. The municipal 
treasurer will issue official receipts which will be exchanged for share 
certificates after the organization is incorporated. When ^250 cash is in 
hand the members can incorporate for ^5,000, but if possible they ought 
to collect 5^500 in order to incorporate for ?10,000 nominal capital. Then 
they should continue to sell shares up to the amount they are incorporated 
for. There will also be an "entrance fee" of fifty centavos collected from 
each member. This will provide a fund from which the share certificates, 
vouchers, pagares, minute books of the directors and all other supplies 
needed will be purchased without taking these expenses from the share 
capital. 

Associations after , incorporation should urge members and also out- 
siders to deposit money as in a savings bank, paying 6 per cent interest 
to depositors only. The associations are also permitted to borrow outside 
capital from individuals or banks to increase their loaning capital. This 
is one of the corporate rights an association has. 

To make it very plain: The organization of an association in a town 
does not differ in practice from the organization of a mercantile or any 
other kind of corporation. Those who realize the necessity begin to 
interest people in the project, then they discuss the ways and means of 
raising the needed capital, then they select the best men and women as 
members and office holders, then they incorporate, then they continually 
interest more people to invest capital to increase the usefulness of the 
association. The only difference between rural credit associations and 
commercial corporations is that the former is for the benefit of the com- 
munity — ^to build up agricultural prosperity by making loans possible to 
the small farmers; the other is for the benefit of the shareholders — ^to 
make as much profit as possible for themselves. If this difference is 
strictly observed we have a prosperous cooperative association in which 
all take an enthusiastic interest and a community institution is formed. 

DETAILS OF PREPARING INCORPORATION PAPERS 

The provisions in the Corporation Law (Act No. 1459) governing all 
corporations are also applied in preparing the incorporatin papers of these 
associations. Of the nominal capital, 20 per cent must be subscribed and 
of this subscription, 25 per cent must be paid in cash at the time of in- 
corporation. To organize for ^10,000 there must be !P=2,000, or 20 per cent, 
subscribed and at least MOO, or 25 per cent, of the subscription paid. 
For a nominal capital of ^5,000, ?1,000 must be subscribed and ^50 must 
be paid in. The same ratio applies to all sums. The best way is to begin 
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by collecting as much cash as possible, even up to M,000, then multiplying 
this by 4 (which is 25 per cent) to arrive at the amount to be subscribed 
and then multiplying this sum by 5 (25 per cent) to arrive at the possible 
nominal capital permitted. (It must, however, be stated that while article 
42 of Act No. 2508 limits the capital stock of these associations to ^10,000, 
they can take deposits up to any amount not to exceed their paid in 
capital and as corporations they can also borrow as much working capital 
as their securities will guarantee to the satisfaction of the lenders. We 
have associations with a total working capital of ?=20,0()0 to ^30,000 pesos.) 

When enough money has been collected for the purpose of organizing 
and has been deposited with the municipal treasurer on official receipts, 
write to the Director of Agriculture, Manila, and the model of incorpora- 
tion with full instructions will be sent and if possible an agent will be 
sent to resolve any possible doubts and to give such advice as will start 
the association right and insure its success. 

Every municipality has a collection of Philippine laws. Act No. 2508 
is the law permitting and regulating the establishment of Rural Credit As- 
sociation. This act was amended by Act No. 2566 as to a few details. 
It is suggested that it be consulted. 

ENCOURAGING THE EXISTING ASSOCIATIONS 

The above has special reference to municipalities in which no associa- 
tion has as yet been established. There are 546 municipalities, scattered 
from Davao to Aparri, in which there are associations. These all are 
in need of sympathetic encouragement to increase their usefulness. In 
some cases one or more director were elected for the honor the position 
gave them. They do not attend directors' meetings nor render any other 
service. In some instances the directors favor their friends and members 
of their families with loans, which practice discourages the humbler mem- 
bers, who are told that the funds are all loaned out. It is necessary that 
these and other evils be corrected by instilling a high moral spirit into 
the people, that will make them abhor such acts and cause unworthy 
directors to resign and leave the leadership to progressive, public-spirited 
citizens who are able to realize what a power and help an efficient as- 
sociation can be in a community. 

Another danger is that associations will be considered as mere banks 
instead of as a moral force to build up the entire community. The fact 
is there must be an awakening in the chronic borrowers, so that through 
thrift they will so plan their expenditures as to eventually have money of 
their own. This idea will urge them to produce more and better crops. 
It will not content us just to keep on having the borrowers indebted to 
their associations at a moderate interest instead of being indebted to 
heartless usurers at oppressive interest. We must help them with loans 
now, but must also teach them only to borrow for productive purposes 
and learn to so plan their finances that the 10 per cent interest they now 
pay will be saved to them. 

We have had personal quarrels and political differences that hinder the 
harmony and progress of some associations. The people must learn that 
whatever difference they may have ought not to be dragged into the 
community association. 
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Without citing further instances it is imperative that every effort be 
made by well wishers of the progress of the Philippines that all attempts 
to improve the living conditions will receive hearty suppoprt and that 
where an association is not doing its best a helping hand will be given so 
it may increase its usefulness. 

Every reader of this memorandum is hereby urged to become interested 
in the formation of a rural credit association if none has been as yet 
organized in his municipality, or to become a member if one exists, and 
tactfully work to make it better and stronger, 

(Sgd.) Adn. Hernandez, Director 



Appendix G 

The Government op the Phiuppine Islands 

Department of Agriculture and Natural Resources 

BUREAU OF AGRICULTURE 

Manila 



rural credit division 

Circular No. 1 (1923) 



SUBJECT: Accounting, Agricultural Credit Cooperative Assoriatlou'^ 

Acts 2508, 2566, 2818, and 3039. 

To all Provincial and Municipal 

Treasurers and Rural Credit Agents : 

I. LEGAL provisions 

1. Section 33 of Act 2508 as amended by Act 2566 provides in part : 

The treasurer of the municipality where the association is located is to act as ex-officio 
treasurer of the association without additional compensation. 

2. Section 40 of Act 2508 as amended by section 4 of Act 2566 provides 
in part: 

That dividends shall not be paid until after the accounts of the association have been 
examined and approved by the Auditor of the Philippine Islands, or by his duly authorized 
representative. 

3. Section 43, paragraph 3 of Act 2508 as amended, also provides : 

The treasurer of the province where the association is located and the Auditor of the 
Philippine Islands either personally or through their representatives shall examine the 
books and accounts of the treasurer of the association at the same time that his books 
and accounts as municipal treasurer are examined, or at such other times as the Director of 
Agriculture may request such examination, the result of which shall be reported to the 
Director of Agrriculture. 

4. Section 43 of Act 2508 as amended, also provides in part: 

The EHrector of Agriculture shall issue, with the approval of the Secretary of Public 
Instruction (now Secretary of Agriculture and Natural Resources), the necessary orders 
and rules regarding the manner in which they shall keep their accounts, books, and records, 
and the general manner of investing their funds of all kinds and the terms upon which 
they shall make loans to their members, and likewise the terms upon which they may 
receive loans and deposits from private or official persons or corporations. 

5. The Attorney-General, in an opinion given on the legal construction 
of the above provision, dated October 24, 1922, said: 

It seems quite apparent from the above-quoted provisions that it is the intention of 
the Legislature to vest the Insular Auditor with the authority to examine the books and 
accounts of the treasurers of the Agricultural Credit Cooperative Associations but to leave 
in the hands of the Director of Agriculture the decision of the legality or illegality of the 
investments of the funds of said associations. 

6. In order that these provisions of law and opinion of the Attorney- 
General may be properly complied with, the following accounting regula- 
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tions are hereby prescribed, to supersede all the rules and regulations 
hereinbefore promulgated: 

II. FORMS 

7. The following forms shall be secured by the association treasurer 
before he opens his books : 

Official Receipts, General Form No. 13-A „ ^ 5 books 

Cash Book (used as a Journal), General Form No. 51-A 1 book 

Special Ledger Sheets, Provincial Form No. 112-A 20 sheets 

Ledger Sheets, Provincial Form No. 109-A ^ 200 sheets 

Vouchers Municipal Form No. 57-A - 200 sheets 

Special Journal Vouchers, Provincial Form No. 61 200 sheets 

Certificates of Shares, Municipal Form No. 56-A. 5 books 

Cash Deposit Certificate, Municipal Form No. 77-A 2 books 

Cash Deposit Certificate, Municipal Form No. 78-A 2 books 

Cash Deposit Certificate, Municipal Form No. 79-A 1 book 

Cash Deposit Certificate, Municipal Form No. 80-A 1 book 

Cash Deposit Certificate, Municipal Form No. 81-A 1 book 

Liberty Bond Deposit Certificate, Municipal Form No. 82-A 1 book 

The Certificate of Shares are furnished only in English-Spanish, English- 
Tagalog, English- Visayan, and English-Ilocano. It must be stated defi- 
nitely which one is required. 

These forms shall be obtained from the Provincial Treasurer and shall 
be paid for from the funds of the Association. 

8. The necessary forms for the use of the Secretary of the Association 
shall also be provided by the Provincial Treasurer, upon requisition by the 
Treasurer of the Association. These forms are as follows: 

Applications for Membership, Municipal Form No. 58-A 500 sheets 

Applications for Loans, Municipal Form No. 59-A 200 sheets 

Notes and Bonds, Municipal Form No. 60-A 200 sheets 

Acknowledgment, Municipal Form No. 84-A 200 sheets 

Membership Book, Municipal Form No. 61-A 1 book 

Shareholders' Minute Book, Municipal Form No. 62-A 1 book 

Directors* Minute Book, Municipal Form No. 63-A 1 bo<dc 

Payment for these supplies shall be made by filling out a Voucher 
(Municipal Form No. 57-A) , signed by the President and Secretary of the 
association and presented to the treasurer for payment. 

These forms and no others shall be used by the municipal treasurer in 
handling all cash transactions of the association. In order that all sums 
may be intelligently taken into account the treasurer should always have at 
hand for reference copies of Acts 2508, 2566, 2818, and 3039, and the 
special by-laws of the association. 

III. ACCOUNTS 

9. The following accounts will be opened as required: 

Cash, 

Accounts Payable, 
Loans, 

Capital Stock, 
Reserve, 
Surplus, 

Rice and Corn Fund, 
Dividend Account, 
Property, 
and such other accounts as may be necessary. 
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10. Cash, — -The cash account shall represent all cash transactions of 
the association. Receipts from whatever source will be debits to this 
account and all actual disbursements will be credits. 

11. Accounts Payable. — This account will carry all deposits made with 
the association and the accrued interest thereon. Special accounts payable 
to any person or corporation for goods purchased on credit by the associa- 
tion and special loans obtained by the association from various sources shall 
be regarded as accounts payable but each account shall be kept on separate 
sheets and arranged in alphabetical order. 

12. Loans. — This account represents all loans made by the board of 
directors to members. 

13. Capital stock. — This account will represent the total proceeds of sales 
of stock certificates. 

14. Reserve. — To this account will be credited all moneys set aside by 
the board of directors pursuant to section 27 of Act 2508, as amended by 
section 1 of Act 2566. 

15. Surplus. — This will be the general fund of the society and will com- 
prehend all the receipts of the association other than purchase of capital 
stock, deposits, loans secured by the association, except such funds as 
may be credited to Reserve upon Auditors^ certificate and order of the 
board of directors pursuant to section 40 of Act 2508 as amended by section 
4 of Act 2566. This account will, however, be subdivided into two sub- 
accounts, namely: 

Surplus A. — All the entrance fees collected from every member. To this 
account will be charged all expenses of operation, such as supplies, salaries, 
postage, etc. 

Surplus B. — All the interests collected from the borrowers. 

16. Rice and Corn Fund. — This account represents whatever amounts are 
received from, and paid to, the Department of Agriculture and Natural 
Resources, in accordance with the provisions of Act 2818 as amended by 
Act 3039. 

,17. Dividend Account. — Under this account will be entered the amount 
declared as dividend and transferred from Surplus B account. 

18. Property. — Under this account will be entered all amounts expended 
by the association for the purchase of furniture and fixtures which are non- 
expendable, and all agricultural implements and seeds bought by the asso- 
ciation to be resold to its members. 

IV. USE OF FORMS IN KEEPING THESE ACCOUNTS 

19. Official Receipts, General Form No. 13-A. — This form shall be issued 
by the association treasurer for every collection of money made by him 
except from sales of stock and cash or liberty bond deposits. 

20. Certificate of Stock, Municipal Form No. 56-A. — These certificates 
shall be issued to stockholders upon payment by them for stock subscribed, 
shall serve as a receipt issued by the treasurer for the amount paid. Care 
should be taken to have the number of shares represented by stock certifi- 
cate apd the amount paid for same properly shown on both the stock 
certificate and the stub. Whenever a stock certificate is surrendered or 
cancelled it should be pasted to the corresponding duplicate and safely 
kept with the permanent record of the association. 
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21. Cash Book, General Form No, 51-A. — This book will be used as 
a day-book or journal. The form has been adopted for this purpose 
because it is familiar to all Government employees and can be had at 
any time on requisition. In it all transactions should be entered in detail. 
It will not serve as a cash hook, as its name indicates, but as a chrono- 
logical history of all the receipts and disbursements by the association 
treasurer. Entries in this book should be numbered consecutively begin- 
ning with number one (,1), and vouchers supporting the entries given the 
same numbers and carefully filed and preserved. Stubs in the Stock Cer- 
tificate book should not be detached nor should the triplicate copies of 
General Receipts as they can easily be checked direct to the Journal. 

22. Special Ledger Sheet, Provincial Form No, 112-A, — This form shall 
be used for the ledger accounts headed "Capital Stock," and "Dividend 
Accounts." 

23. Ledger Sheet, Provincial Form No, 109- A, — This form shall be used 
for the ledger accounts headed "Cash," "Loans," "Accounts Payable," "Sur- 
plus A," "Surplus B," "Reserve," "Rice and Corn Fund," and "Property." 

24. Special Journal Voucher, Provincial Form No, 61, — This form will 
serve as a voucher to help the bookkeeper for the journalization of all 
amounts received. Each journal voucher should bear the same number 
as the corresponding entry in the journal and should have all supporting 
papers attached, as the duplicate of the general receipts. 

25. Voucher, Municipal Form No, 57-A, — This form will serve as a 
voucher to support all payments. Each voucher paid should bear the 
same number as the corresponding entry in the journal and have all sup- 
porting papers attached, such as the application for loan, notes and bond 
signed by the bondsmen or sureties, mortgage, if any, and copies of the 
several notices sent to the borrowers when the loan is about to become or 
has already become due. 

26. Cash and Liberty Bond Deposit Certificates, Municipal Forms Nos, 
7 7 -A to 82-A, — These certificates are to be issued to depositors when they 
deposit their savings. And the deposit certificate will serve as a receipt 
issued by the treasurer for the amount paid. Care should be taken that 
whenever a deposit certificate is lost, and the necessary affidavit therefor 
is secured, to paste the affidavit to the corresponding stub and issue a 
new one in the owner's favor. (See Chapters VI, VII, and VIII below.) 

27. Separate Ledger Sheets, Provincial Form No. 109-A, for loan and 
accounts payable, must be used for every individual account, and these 
arranged in alphabetical order, that is, if there are 50 borrowers, 50 sheets 
of this form must be used; if there are 10 accounts payable, 10 sheets must 
be used. 

28. Ledger sheets comprising all the accounts described in Nos. 22 and 
23 before mentioned should be bound with heavy cord between card board 
binders and plainly marked with the name of the association. 

V. MODEL ENTRIES 

29. To facilitate the opening of the books upon organization of an asso- 
ciation several model entries are given : 

207687 4 
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(a) On December 1, 1^22, Juan Castro pays ^2 share and 50 centavos 
admission fees. The treasurer issues him a stock certificate and a general 
receipt in the usual manner. The entry in the Journal will be as follows: 

(1) 



1922 




Dr. 


Cr. 


Dec. 1 


Juan Castro, payment one share, Certificate No. 101 and en- 
trance fee. Official Receipt No. 183701 

Cash 


F2.50 






Capital Stock 


T2 00 




Surplus A 


50 









This entry will be posted to the ledger, Cash Account: 



Date 



Dec. 1 



Voucher 
No. 



Description 



Juan Castro, one share and admission fee . 



Dr. 
?2.50 



Cr. 



The posting to the Surplus A Account will appear : 



Date 


Vouchei 
No. 


Description 


Dec. 1 


1 


Juan Castro, admission fee 







Dr. 



Cr. 



.50 



The posting to the Capital Stock Account will be as follows : 



Item 


Date 


Voucher 
No. 


Credit 


Fuan Castro, 1 shaie 


December 1 


1 


P2 00 









(6) On December 15, 1922, Juan Castro buys 5 shares of stock at ^2 
per share. The treasurer issues him a stock certificate for these 5 shares 
and certifies that he has received the sum of ^10. No entrance fee will be 
charged him because he has already paid it. The entry in the Journal 
will be as follows: 

(2) 



Dec. 1 



Juan Castro, payment 5 shares Certificate No. 102 

Ca«.h 

Capital Stock 



DR. 



f-io.oo 



Cr. 



no. 00 



Posting to Cash will be made as in (a) above. 

Posting to Capital Stock Account will appear as the same as the ^2 
share which he had bought December 1, 1922. See also the above entry. 

(c) It may happen that more than one person will buy shares and pay 
their entran<:e fees in a single day. In order to abbreviate the entries, 
the following model should be followed: 

Mauricio Santiasro paid 4 shares and entrance fee f8.50 

Sixto Remigio paid 10 shares and entrance fee. 20.50 

Hilaria de Castro paid 15 shares and entrance fee..... 80.50 



Total 59.50 
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The entry in the Journal wilfbe as follows : 

(3) 



Dec. 16 



DR. 



Cash , P59. 50 

Capital Stock: j 

M. Santiago, 4 shares (Certificate No. 103) ! 

S. Remigio, 10 shares (Certificate No. 104) 

H. de Castro, 15 shares (Certificate No. 105) 

Surplus A : 

M. Santiago, entrance fee (Official Receipt No. 183702) 

S. Remigio, entrance fee (Official Receipt No. 183703) 

H. de Castro, entrance fee (Official Receipt No. 183704) i 



Cr. 



P8.00 
20,00 
30.00 

.50 
.50 
.50 



The debit to Cash will be posted in the ledger as in (a) above, and the 
credit to Capital Stock and to Surplus A in the same manner as the credit 
to Capital Stock in (a) and (6) above, and in Surplus in (a) above. 

(a) Maria Galang deposits W.75 of her savings. The treasurer issues 
her a Cash Deposit Certificate, Municipal Form No. 77-A. The entry in 
the Journal is as follows: 



Cr. 



Dec. 17 



Cash Deposit Certificate No. 1501 

Cash 

Maria Galang Special Deposit . 



P3.75 



The debit to Cash will be posted in the ledger as in (a) above, and the 
crdit to Deposits, as follows: (A separate sheet should be used for this 
account and headed thus) : 



GALANG, MARIA 



DEPOSIT ACCOUNT 



Voucher 
No. 



Cash Deposit Certificate No. 1501 . 



CR. 



P3.75 



(d) The treasurer pays to the Provincial Treasurer 1P;18.50 for supplies. 
A voucher, Municipal Form No. 57-A is made out in the regular manner 
and a receipt secured for the payment. The voucher must have been signed 
by the President and the Secretary of the association, to show that it was 
approved by the board of directors as per resolution, the number of which 
must also be shown on the voucher. The entry in the Journal should be 
as follows: 

(4) 



Dec. 20 



Dr. 



Provincial Treasurer, Cavite payment for supplies, as per in- 
voice No. 5544 ' 

Surplus A 

Cash ••• 



P18.50 



CR. 



P18.50 



52 



The posting to Surplus A account will be: 



Description 



Provincial Treasurer, Cavite Supplies, Invoice No. 5544 



1922 


Voucher 
No. 


Dec. 20 


4 



Dr. 



Cr. 



P18.50 



Posting to cash will be: 



1922 


Voucher 

No. 


Dec. 20 


4 



Description 



Provincial Treasure!, Cavite Supplies, Invoice No. 5544. 



Dr. 



Cr. 



P18.50 



(e) The board of directors grants to Pedro Santos a loan on December 
21, 1922, of ^50 due one year from date and bearing interest at 10 per cent 
payable in advance. As the interest on this loan is ^5, the note for WO 
being discounted at the time the loan is made, the treasurer pays Mr. 
Santos only ^45. A voucher stating all the facts is made out for the 
payment of a loan of WO, less interest due for one year at 10 per cent — T5, 
Net amount payable, 'P'45. 

The entry for this transaction is: 



1922 





Dr. 

F50.00 


CR. 


P50.00 
5.00 




45.00 






P5.00 




45.00 







Dec. 21 Pedro Santos, loan due December 21, 1923 P50.00 

Interest on same 

Paid as per voucher 

Loans 

Surplus B 
Cash 

Posted to the Ledger this transaction appears in Loan Account: (a 
separate sheet should be used for each individual accounts, and these should 
be arranged in alphabetical order), and the Ledger sheet should be headed 
thus: 

PEDRO SANTOS (Loan Account) 



Date 



Dec. 21 



Voucher! 
No. ! 



Description 



5 ! To loan due, December 21, 1923 P50 . 00 



DR. 



Cr. 



The posting to Cash is as in (e) above, and that to Surplus B is just 
the same as the entry made in Debit to Surplus A, entries (a) and (c). 

(/) Sixto Remigio sells 4 shares of his stock to Santiago Cruz. This 
stock is transferable only on the books of the association. Remigio indorses 
his stock certificate and surrenders it to the treasurer. The treasurer 
notes across the face of the certificate that it is cancelled, signs and dates 
the notation, and pastes it to the duplicate in the stub book. He then 
issues a new certificate to Remigio for 6 shares and another for 4 shares 
to Santiago Cruz. The entry in the Journal is: 



1922 



Dec. 22 



Sixto Remigio, Certificate of Stock No. 104, cancelled, P20. 
Certificate of Stock, No. 106 issued, P12. Santiago Crnz, 4 
shares. Certificate No. 107, P8. Entrance fee, Official Receipt 
No. 183705. 

Cash 

Capital Stock (S. Remigio) 

(Capital Stock, S. Remigio) 

Capital Stock, S. Cruz) 

Surplus A 



DR. 



P0.50 
20.00 



Cr. 



P12.00 

8.00 

.50 
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In posting this transaction to the ledger, the ^0 should be placed in 
the debit column on the same line with the original K5 credited as per 
entry No. 3, and the credit of M2 should be placed below the last entry 
on the page. Immediately below, Santiago Cruz should be credited with 
4 shares of stock, 1^8. 

ig) On December 26, stock is sold to the following: 

(7) 

Certificate No 108, Bonifacio Tadiar, 50 shares - PIOO.OO 

Certificate No. 109, Virgilio Mejia, 25 shares „ 50.00 

Certificate No. 110, Proceso Domagas, 10 shares 20.00 

Each of these new stockholders pays 50 centavos admission fee. The 
entries to cover these three transactions are the same as No. S. 

(h) On January 15, 1923, the board of directors grant a loan to San- 
tiago Cruz in the sum of ^100 payable in four quarterly installments 
payable on the 15th day of March, June, October 1923 and January 1924. 
As the interest is paid in advance, four notes must be signed separately, 
as follows: 

Note No. 1, P25, pajrable March 15 ..— f25.00 

Interest for 3 months paid in advance .63 

Amount to be paid f24.37 

Note No. 2, f25, payable June 15 25.00 

Interest for 6 months paid in advance 1.25 

Amount to be paid ~ 23.75 

Note No. 3, f25, payable October 15 - 25.00 

Interest for 9 monhts paid in advance 1.87 

Amount to be paid - 23.13 

Note No. 4, f25, payable January 15 25.00 

Interest for 1 year, paid in advance 2.50 

Amount to be paid 22.50 

Total net amount for the four notes 92.75 

The entry, therefore, is supported by a regular disbursement voucher 
which reads as above. The Journal entry is as follows: 

(8) 



1923 



Jan. 15 



Dr. 



Santiago Cruz, loan repayable in four equal quarterly instal- 
ments : i 
Loans: 

Due 3-15— Note No. 1 { F25.00 

Due 6-15— Note No. 2 I 25. 00 

Due 10-15— Note No. 3 i 25. 00 

Due 1-15— Note No. 4 25.00 

Cash I 

Surplus B 



Cr. 



P92.75 
7.25 
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Posting these transactions to the Ledger in Loan Account, the four 
entries of M5 each will be placed as follows : 

CRUZ, SANTIAGO Loan Account 



Date 


Voucher 
No. 


Jan. 15 


7 



Description 



Dr 




P25 


00 


25 


00 


25 


00 


25 


00 



Cr. 



Note No. 1, due 3-15-23. 
Note No. 2, due 6-15-23 
Note No. 3, due 10-15-23 
Note No. 4, due 1-15-24. 



The posting in the Cash Account and Surplus B is the same as the 
model entries No. 6. 

(i) On March 15, Santiago Cruz pays the first installment on his loan. 
The treasurer issues him a receipt for ^5. The entry is: 



(9) 



1923 



March 15 



Santiago Cruz, payment Note No. 1. 

Cash 

Loan 



Dr. 



Cr. 



P25.00 



The posting of this transaction is just the same as the regular cash 
entry in example given in voucher No. 4, and the loan entry will be as 
follows : 

CRUZ, SANTIAGO Loan Account 



1923 



March 15 



Voucher! 
No. ! 



Description 



9 By Cash, Official Receipt No. 18379.. 



DR. 



Cr. 



F25,00 



As there was a debit balance of ^100 in this account, before the credit 
entry was made, now the balance will be ^75 only, which corresponds 
to the three unpaid notes. 

(;) On December 21, Pedro Santos, who owes "P=50 to the association, 
is unable to pay the whole amount but does pay 1?=20, and requests an exten- 
sion of 6 months for the balance. The board of directors grants the 
extension requested. He then pays the treasurer MO, plus the interest 
or MO for six months, or W.50. The treasurer issues a receipt in his 
favor in the sum of Ml. 50. The entry in the Journal is : 

(10) 



1923 



Dec. 21 



Pedro Santos, loan due 12-21-23, extended to June 21, 1924. 
He paid P20 on account. 

Cash 

Loan 

Surplus 



DR. 



T21 . 50 



Cr. 



F20.00 
1.50 



When the credit entry in the Loan Account is entered, a notation should 
be made to the effect that an extension has been allowed and showing up 
to what date. 
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(k) The board of directors, under resolution, approved the purchase 
of a desk and six chairs to the value of 'P'30. The invoice is presented 
to the Board of Directors for approval. If approved, then a regular 
disbursement voucher is made up and signed by the President and the 
Secretary. The Journal entry is: 

(11) 



1923 



Dec. 22 



Juan de la Cruz, fthe name of the carpenter) . 

One Desk P18. 00 

Six chairs ® P2 12.00 

Invoice Price 30.00 

Property 
Gash 



Dr. 



P30.00 



Cr. 



rso.oo 



The posting of this transaction to the Ledger headed "Property Ac- 
count" is as follows: 



1923 



Dec. 2 



Voucher! 
No. ' 



Description 



One Desk ^18. 00 

Six chairs I ^2. 00 



Cr. 



(I) The board of directors ordered a dozen Luzon Lagio plows from 
the Pacific Commercial Company. When the goods are received, the in- 
voice should be entered by the treasurer in his books and the Journal entry 
be as follows: 

(12) 



1923 

Dec. 26 



Pacific Commercial Co. Invoice No. 534 ; 12 plows at P14 each, 

38S 15% discount ^^Sf 'SS 

15% discount • 25.20 



142.80 



Property ; • • • • • 

Account Payable (Pacific Commercial Company) . 



Dr. 



i 



CR. 



F142.80 



ri42.80 



To post this transaction to the Ledger, a new account headed "Accounts 
Payable — Pacific Commercial Company" must be opened, and the credit 
item in the above entry shall be posted to its credit column. The debit 
item will be posted to the Ledger Account headed "Property" in the same 
manner as that of the preceding example. 

(m) The board of directors applied for a loan from the Rice and Corn 
Fund. The loan was granted in the sum of M,000, payable in five equal 
annual instalments beginning January 1, 1924. The Journal entry is: 

(13) 



1923 



Jan. 



Loan from the Rice and Corn Fund, payable in five equal 
annual instalments at 6% per annum. 



Cash 



Rice and Corn Puiid (Department of Agiculture and Na- 
tural Resources) 



DR. 



^3 ,000. 00 



Cr. 



r3,ooo.oo 
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To post this transaction to the Ledger a new account payable headed 
"Department of Agriculture and Natural Resources, — Rice and Corn Fund, 
Act 2818" must be opened. The Department of Agriculture and Natural 
Resources upon sending the money to the association encloses a payment 
table in the following form: 



BLANK RURAL CREDIT ASSOCIATION 















^isn on 


1st Instalment, 
2nd Instalment, 
3rd Instalment, 
4th Inptalment, 
Last Instalment, 


due January 1, 1924 . 


P600 


Interest . . 
Interest . . 
Interest . . 
Interest . . 
Interest . 

Interest . . 




due January 1, 1925 

due January 1, 1^26 

due January 1, 1927 

due January 1, 1928 


600 

600 

600 

600 


144.00 

108.00 

72.00 

36.00 








Total 


P3 ,000 


!*540.C0 


The way to enter this in the Ledger 


Account \ 


vould be like th 


is: 


1923 


Voucher 
No. 


Description 

Ist instalment due 1-1-24 
2nd instalment due 1-1-25 
3rd instalment due 1-1-26 
4th instalment due 1-1-27 
5th instalment due 1-1-28 


'- 


Dr. 


Cr. 


Jan. 1 


13 


7*600.00 
600.00 
600.00 
600.00 
600.00 



(n) On January 1, 1924, the first instalment is due, and the treasurer 
sends to Manila the sum of WOO, plus the interest accrued thereon in 
the sum of P180, and spends ^3 for the money order fees and postage. 
The entry is: 

(14) 



1924 



Jan. 1 



Rice and Corn Fund, first instalment, and interest thereon, plus 
money order and postage fees. 

Department of Agriculture and Natural Resources 
Surplus B 
Surplus A 
Cash 



P600.00 

180.00 

3.00 



Cr. 



When posting this in the ledger the entry in the Rice and Corn Fund 
Account will be as follows: 



1924 



Jan. 



Voucher 
No. 



Description 



Dr. 



Cii. 



By first instalment 



P600.00 



The entries in the Surplus B and A Accounts will be as usual, as well 
as the cash entry. 

(o) Mauricio Santiago applies for a loan of an amount equivalent to 
the cost of a Luzon Lagio plow. The Journal entry and the explanation 
on the voucher are as follows: 
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(15) 



Jan. 



Mauricio Santiago, loan due January 1, 1925 for one Luzon 
Lagio plow. 

Cost of the plow P14.00 

10% interest 1.40 



Loan: 

Property 
Surplus 



P15.40 



Dr. 



P15.40 



Cr. 



P11.90 
3.50 



The net price of the plow as the Pacific Commercial Company charged 
the association is M1.90 only. The TS.bO difference in this transaction 
is the net gain of the association. The entry, therefore, in the Ledger 
is as follows: 

Property Account 



Date 


Voucher 
No. 


Description 


Jan. 1 


15 


By one plow sold to M. Santiago on credit 



Dr. 



Cr. 



VI. CASH DEPOSIT 

30. Rural credit associations are permitted by law under section IG 
of Act No. 2508, to receive deposit payable on notice and time deposit. 
A cash deposit (see paragraph 26 above) is classed as a deposit payable 
on notice and a Liberty Bond Deposit is considered as a time deposit. 

31. A cash deposit or deposit payable on notice is returnable upon the 
surrender value of the corresponding Cash Deposit Certificate properly 
indorsed on the back thereof with interest added thereto according to the 
following table: 





One year 


Principal 


from date of 




deposit 


P3.75 


P3.75 


7.50 


7.50 


15.00 


15.00 


37.50 


37.50 


75.00 


75.00 



Surrender value 



After 1 year 
less than 2 



After 2 years 
less than 3 



P3.90 
7.80 
15.60 
39.00 
78.00 



After 3 years 
less than 4 



P4.10 
8.20 
16.40 
41.00 
82.00 



P4.35 
8.70 
17.40 
43.50 
87.00 



After 4 years 
less than 5 



P4.65 
9.30 
18.60 
46.50 
93.00 



After 5 
years 



P5.00 
10.00 
20.00 
50.00 
100.00 



The proper notation of withdrawals of deposits should invariably be 
made on the stub of the corresponding Cash Deposit Certificate. 

32. The amounts received from such deposits should be taken up by the 
association treasurer under a special account payable, to be headed, " (Name 
of the depositor) — Account Payable" the Journal entry for which there 
will be a debit to cash and a credit to these special deposits account. A 
Ledger Sheet, Provincial Form No. 109 (A), is to be used for this pur- 
pose, a separate ledger sheet for each individual account and these are to 
be arranged in alphabetical order. 
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33. In order to follow the actual financial condition of the associations, 
the accrued interest on the above deposits should be shown in the books 
of the association as liability as the end of the year before closing the 
accounts on December 31, by debting the Surplus B Account and credit- 
ing "Account Payable." 

34. The special deposits herein referred to are made on a basis of five 
years. However, they may be withdrawn before the end of that period 
upon thirty days' notice. If the depositor desires to transfer his deposit to 
another person he must accomplish the following indorsement on the back 
of the Cash Deposit Certificate. 

"Polo, Bulacan, August 21, 1918 
"I hereby transfer by right to the deposit represented by this Cash 
Deposit Certificate in favor of Mr. Juan Reyes. 

"(Sgd.) Pedro Cruz 

Depositot-^* 

35. When the deposit is made through the Bureau of Agriculture, the 
amount will be immediately transmitted to the association treasurer, in 
which the deposit is intended, by the Director of Agriculture, with the 
name, address of the depositor and the amount deposited by him. The 
association treasurer will, upon receipt of such transmittal, issue a corre- 
sponding Cash Deposit Certificate in favor of the depositor. 

36. As model entries for transactions of this nature the following are 
exemplified : 

(aa) Maria Galang deposits M.75 of her savings. The treasurer issued 
here Cash Deposit Certificate, Municipal Form No. 78-A. The entry in 
the Journal is as follows: 

(16) 



Dec. 17 



Cash Deposit Certificate No. 1501. 

Cash 

Maria Galang — Accounts Payable . 



Dr. 



Cr. 



r3.75 



The debit to cash will be posted to the Ledger as in (a) above, and the 
credit to Maria Galang special deposit account, as follows: 

GALANG, MARIA (Accounts Payable) 

Description 



Date 



Dec. 17 



Voucher 

No. 



16 



Cash Deposit Certificate No. 1501. 



Cr. 



P3.75 



Upon withdrawal of this deposit by Miss Maria Galang she will have 
to accomplish the following indorsement on the back of the Cash Deposit 
Certificate issued in her favor: 

*ToLo, Bulacan 



(Date) 

"I hereby acknowledge having received this day from Manuel Ramos, 
treasurer of the Rural Credit Association of Polo, the cash surrender value 
of this deposit. 

(Sgd.) Maria Galang" 
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(66) The treasurer of the association will therefore pay the surrender 
value of the deposit in conformity with the above table. .As the deposit 
is withdrawn before one year, it will bear no interest and the entry in the 
books of the treasurer covering this transaction will be: 



(17) 



1923 



Jan. 15 



Cash Deposit Certificate No. 1501. 

Surrendered Maria Galang — Accounts Payable 
Cash 



Dr. 



P3.75 



Cr. 



f*3.75 



In posting this entry to the Ledger the individual account for "Galang, 
Maria, Accounts Payable" must be picked up and the debit item in the 
above Journal entry must be posted thereto in the following form: 

GALANG, MARIA, Accounts Payable 



Jan' 15 



Voucher 
No. 



17 



Cash Deposit Certificate No. 1501 Surrendered . 



Dr. 
P3.75 



Cr. 



The account is therefore closed. In posting the Cash entry follow the 
example given in voucher No. 4. 

(cc) It is possible that Maria Galang may w^ithdraw her deposit after 
one year and the treasurer of the association will then have to pay the 
surrender value of the deposit in conformity with the above table; that 
is, M.75 (initial deposit and M.15 [interest already added thereto]). The 
entry in the Journal of the treasurer covering this transaction will be: 

(17) 



Jan. 15 



Maria Galang Accounts Payable . 
Cash 



Dr. 



P3.90 



Cr. 



P3.90 



A voucher covering payment of the accrued interest (^.15) should be 
accomplished, and the Cash Deposit Certificate surrendered attached to this 
voucher. 

VII. LIBERTY BOND DEPOSIT 

37. Municipal Form No. 82(A), known as "Liberty Bond Certificate" 
has been adopted for the use of the rural credit cooperative associations. 
It has been made an accountable form as the Cash Deposit Certificate. 

38. A Liberty Bond Deposit Certificate will be issued by a municipal 
treasurer as treasurer of an association upon receipt from the Director 
of Agriculture of the money covering the proceeds of the bonds sold by the 
latter. The amount of the proceeds of the sale of each bond and the 
name of the depositor will be shown on the Liberty Bond Deposit Certificate. 
The date of issuance thereof will be the date the interest on the deposit 
should begin to accrue. The voucher covering the entry for every 
Liberty Bond Deposit Certificate issued will be supported by the letter or 
remittance of the Director of Agriculture showing the amount of proceeds 
of sale of each bond, number of bond sold, and the name of the depositor. 
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The entry will be a debit to cash with the amount received (t)roceeds 
of sale of bond) and a credit in the "name of the depositor" as Liberty- 
Bond Deposit, Accounts Payable. 

(dd) On January 1, 1923, Miss Enriqueta Peralta delivers the treasurer 
a Liberty Bond in the denomination of $50 for deposit in the association 
for five years. The treasurer gives her a memorandum receipt accom- 
panied by the registry receipt of the post office giving the number of the 
bond, its face value and the name of the owner. The bond is then sent 
to the Director of Agriculture by registered mail and after a few days, 
the Director of Agriculture sends a check for, say ^98.75, the proceeds 
of the bond when it was sold to the Philippine National Bank. The 
treasurer acknowledges the reecipt of the bond in a regular communica- 
tion, and makes the following entry in the Journal: 

(18) 



1923 



Liberty Bond Deposit No. 201. 

Cash 

Enriqueta de Peralta Accounts Payable . 



5*98.75 



Cr. 



1*98.75 



39. Before closing the books of the association at the end of each fiscal 
year or December 31st, a statement is to be prepared of all Liberty Bond 
Deposit Certificates issued showing the interest due thereon during the 
year the amount of which will be taken up in the accounts by debiting 
the surplus account and crediting "Accounts Payable" — (Liberty Bond 
Deposit — accrued interest)." For instance: A Liberty Bond Deposit Cer- 
tificate was issued on January 1, 1921, for a Liberty Bond sold at ^8. 
As this deposit is returnable after the lapso of five years from date of 
deposit, in the amount of 6^130, the annual interest payable thereon will 
be i of W5, the difference between the amount received, (proceeds of 
sale of bond — ^P=98) and that due upon maturity, W30, or W.40, which will 
be shown as an obligation of the association at the end of each year. 

(ee) Supposing there are ten bonds sold at W8 and deposited by ten 
persons in the association, at the rate of W.40 per bond as accrued interest 
for 1 year, then there will be ^64 accrued interest for one year for the 
ten bonds. The Journal entry, therefore, will be as follows: 

(50) 





N 










Dr. 


Cr. 


Dec. 31 


Transfer of accrued interest on Liberty Bond Deposit. 








Surplus B Accounts 


P64 . 00 






Accounts Payable (accrued interest, Liberty Bond De- 
posits) . 

E. de Peralta 








P6.40 




J. Reyes 




6.40 




H. Castro 




6.40 




F. Guerra 




6.40 




F. Galang 




6.40 




T. Cruz 




6.40 




M. Chavez 




6.40 




N. Rojas 




6.40 




U. Ramos 




6.40 




V. Zoleta 




6.40 



40. The withdrawal of these deposits at the end of five years is to be 
made upon surrender of the corresponding Liberty Bond Deposit Certif- 
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icates issued therefor and in every case the indorsement on the back of 
the certificate must be duly accomplished. The entries covering these 
withdrawals will be debit "(name of the depositors or the individual 
account of each depositor). Accounts Payable, Liberty Bond Deposit," 
with the amount realized from the sale of the bond for which the certif- 
icate surrendered has been issued, plus the amount of interest paid and 
cash is to be credited with the total amount paid. 

(//) The treasurer received from the Director of Agriculture ^98 as 
proceeds of sale of Liberty Bond No. 192939 deposited by Miss Enriqueta 
de Peralta and the Liberty Bond Deposit Certificate No. 201 issued in her 
favor has been surrendered at the end of five years. 

(101) 



1928 



Liberty Bond Deposit Certificate No. 201, dated January 1, 1923 
surrendered. 

Enriqueta de Peralta 

(Liberty Bond Deposit, Accounts Payable) 



Dr. 



ri30.00 



Cr. 



P130.00 



A voucher covering payment of accrued interest =^22, should be accom- 
plished, and the Liberty Bond Deposit Certificate surrendered attached 
thereto. 

41. Association treasurers should advise the Bureau of Agriculture on 
the first day of each month of all transactions made during the month 
past, giving the name of the depositor, number, and date of each cash 
deposit certificate issued, in case of deposits received, and the name of the 
depositor, number, and date of each cash and Liberty Bond Deposit Cer- 
tificate surrendered, and the name of the person to whom the deposit 
and interest have been paid, in case of deposits withdrawn. 

42. Attention is drawn to section 16 of Act No. 2508 which provides 
that the total amount of all deposits shall at no time exceed the paid-up 
capital of the association. 



VIII. DEPOSITS FOR SAFEKEEPING 

43. Association treasurers may also receive deposits for safekeeping. 
But such deposits will bear no interest, for they are withdrawable at any 
time. 

(gg) Pio S. Noche deposits MO of his savings for safekeeping. The 
treasurer issues him a general receipt for MO. This receipt serves him 
as a certificate of deposit and must be returned properly indorsed when 
he withdraws his deposits. The entry in the Journal is as follows: 

(102) 



Deposit for safekeeping Official Receipt No. 183735. 

Cash 

Pio S. Noche 



P-50.00 



Cr. 



P50.00 



The debit to Cash will be posted in the Ledger as in (a) above and 
the credit to Pio S. Noche will be posted in the same manner as the credit 
in the example (b) above. 
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IX. TRIAL BALANCE 

44. It being very necessary that the treasurer should verify, from time 
to time, the correctness of his accounts, he must, of course, go over the 
footings of all the accounts in the Ledger at the end of every month in order 
that he may strike the balances. It is elemental in all accounting systems 
that the assets and the liabilities shall be kept separate. 

45. Assets. — All those accounts in which the working capital of the 
association are invested or distributed are the assets of the association. 
So under assets all moneys given out as loans and expended for non- 
expendable property must be included. Any amount expended for supplies, 
stationery, postage, salaries, and such additional remuneration to employees 
of the association, and all moneys paid out as interest on deposits and 
loans contracted by the association from any official or private person 
or corporation will be considered as general expenses and must not be 
classified as "assets." 

46. Liabilities. — All moneys received from various sources and forming 
part of the working capital of the association are to be regarded as 
liabilities of the association. Therefore, capital stock, loans obtained from 
the Rice and Corn Fund, plows bought from the Pacific Commercial Com- 
pany, interest earnings, admission fees, deposits, and accrued interests on 
deposits, reserve fund and undistributed dividend are "liabilities" of the 
association. Moneys received by the association from borrowers as repay- 
ment for the loans obtained by them, and payment for any agricultural 
implement or seeds, work animals, etc., sold by the association to its mem- 
bers must not be considered as liabilities. 

47. As an example of how to prepare a trial balance the following 
instructions are hereby given: 

TRIAL BALANCE 

Decemher 31, 192.... 





Debit 
balances 


Debit totals 


Credit totals 


Credit 
balances 


Cash 


P222.15 

5,600.00 

240.00 


?6,594.50 

6,400.00 

240.00 

20.00 

600.00 

11.90 

40 00 

180.00 

3.75 


P6,372.35 
800.00 

2.400.00 
3,000.00 

142.80 

75.00 

740.00 

360.00 




Loans (as detailed [a] 




Property (as detailed fbl . 




Capital Stock 


P2,380.00 
2,400.00 

130.90 
35 00 


Rice and Com Fund 




Accounts Payable, Pacific Commercial 
Company 




Surplus, A accounts 




Surplus, B accounts 




560 00 


Accounts Payable (Deposits as detailed [c] . 




356.25 


Reserve 














Totals 


6,062.15 


14,090.15 


14,090.15 


6,062.51 





48. The details required as above must be specified on separate sheets 
of paper to accompany the trial balance, so as to show how the amounts 
are distributed. For example: 

(a) Loan Accounts. — The names of individual borrowers whose loans 
are unpaid at the date of this trial balance must be shown, together with ' 
the amounts borrowed by each of them and the dates on which every loan 
will fall due. The total amount of these loans should agree to that shown 
on the trial balance. 
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(6) Property Account: as follows: 

One desk f 18.00 

Six chairs. 12.00 

Eleven plows 130.00 

Etc. etc 79.00 

Total 240.00 

(c) Deposit, Account Payable. — The names of the individual depositors, 
showing the amount deposited plus the accrued interest thereon but not 
withdrawn by each of them, must also be shown on a separate list, the 
total of which should correspond to the balance shown above: 

49. A copy of all these papers must be sent to the Director of Agricul- 
ture, one to the board of directors, and another to the provincial treasurer. 
A file copy must be retained by the treasurer for his own record. 

50. When the treasurer has determined, to his own satisfaction, that 
his books are correct, he should prepare, for the benefit of the board of 
directors, an operation statement for the year, and a balance sheet as of 
the close of the year. In order to prepare an operation statement it will 
be necessary for him to tabulate the receipts and expenditures for the 
year, which can be done by analyzing each entry in the books for that 
period, and consolidating all entries of a similar nature so that he can 
prepare a statement somewhat as follows: 

BLANK AGRICULTURAL CREDIT COOPERATIVE ASSOCIATION 

Operation Statement Fiscal Year 192S 

Income : 

Admission fees, (Surplus A account) F75 

Interest earnings (Surplus D account) f 740.00 

Expense : 

Supplies 40 

Interest paid 180.00 

35 560.00 
Current Surplus for the Year f595.00 

51. The Balance Sheet should appear as follows: 

ASSETS 

Cash f222.15 

Loans 5,600.00 

Property 240.00 

Total 6,062.15 

LIABILITIES 

Capital Stock 2,380.00 

Rice and Corn Fund 2,400.00 

Account Payable, P. C. C 130.90 

Surplus A account 35.00 

Surplus B account 560.00 

Account Payable, Deposits 356.25 

Reserve 

Total 6,062.15 

52. Upon this showing it is possible that the board of directors will 
desire to declare dividend. Under the law this cannot be done until the 
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accounts have been certified by the Auditor or his duly authorized rep- 
resentative. The board thereupon asks for an audit. It is assumed that 
the balance sheet is found to be correct and is so certified by the Auditor. 
The Auditor or his deputy certifies 20 per cent of the Surplus B Account 
for credit to the Reserve Fund as required by law, or PI 12. The Auditor's 
certificate serves the treasurer as a supporting paper to the journal 
voucher. His entry is: 

(104) 



1923 



Jan. 2 



Transfer from Surplus B Account to Reserve Fund as per Audi- 
tor's Certificate, PI 12. 

Surplus B Account 

Reserve Fund 



Dr. 



P112.00 



Cr. 



P112.00 



This entry reduces the Surplus B Account to ^448. 

53. Let us now suppose that the board of directors decides to pay to 
the stockholders an amount equivalent to the 8 per cent of the Capital 
Stock in dividends, allowing the remaining balance to continue in the 
Surplus B Account for emergencies. Suppose that the 8 per cent is P300. 
This is divided among the various stockholders in proportion, to the amounts 
of stock they hold as per Capital Stock Account, the number of months 
that said stocks have remained with the association, and will be so cer- 
tified and approved by the board of directors. Then the treasurer will 
make a journal entry transferring the amount of P300 from the Surplus 
B Account to a Special Account, headed "Dividend Account, 1923.'' The 
Journal entry is as follows: 

(105) 



1924 



Jan. 3 



Transfer from Surplus B Account to Dividend Account 1923. 

Surplus B Account 

Dividend Account 1923 



Dr. 



Cr. 



P300.00 



This entry reduces the Surplus B Account to ^148. 

54. In view of the resolution approved by the board of directors order- 
ing the treasurer to pay the dividend to the various shareholders, Pastor 
Herrera, a shareholder possesssing 50 shares of stock, who joined the asso- 
ciation on January 1, 1923, is entitled to a dividend of 16 centavos per 
share for one year or TS. He will then be paid this sum on a regular 
disbursement voucher and the entry will be as follows: 



1924 



Jan. 



Pastor Herrera, payment dividend on 50 shares of stock, at 
P0.16 per stock for one year, T8. 

Dividend Account 1923 

Cash 



P8.00 



Cr. 



P8.00 



55. It is possible that Mr. Pastor Herrera, instead of withdrawing the 
amount of TS earned by his shares, may desire to convert it into new 
shares of stock. Then the treasurer, instead of making out a regular 
disbursement voucher, will make out a' special journal voucher and issue 
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a certificate of stock to Pastor Herrera for the value of four shares, 
entry in the Journal will be as follows: 



The 





(106) 






1924 




Dr. 


Cr. 


Jan. 4 


Pastor Herrera, dividend on 50 shares converted into new stock 
of shares. 50 shares, P0.16 per share for one year, P8. Certifi- 
cate No. 140. 

Dividend Account 1923 


P8.00 






Capital Stock 


P8.00 








56. In connection with the declaring of a dividend attention is partic- 
ularly invited to the restrictions imposed by section 40 of Act 2508 as 
amended by Act 2566. 

57. For the purpose of abbreviating the process of computing the 
interest accrued on every share which each shareholder is entitled to, when 
the association, in a general assembly of shareholders, decides to declare a 
dividend, the set of tables attached hereto as Addendum A has been pre- 
pared and will be found helpful. 

X. CONCLUSION 

58. The accounts as prescribed herein have been made as simple and 
fundamental, as activities of corporations of this nature will permit. They 
are, though, more advanced than the instructions given in the Provincial 
Division circulars of the Bureau of Audits No. 360, 388, and 392. In fact, 
it is not contemplated that this bare outline will be sufficient if the associa- 
tion develop to the point that it is actually doing much business of any size. 

59. It is believed, however, that these accounts will answer any average 
association for the present as samples. Later when the scheme has 
developed more fully such additional accounts as may appear necessary will 
be prescribed and the system enlarged so as to take care of the usual 
arrangements in the expense accounts as well as in profit and loss account 
so that the earnings of the association may be determined by model methods 
without it being necessary for them to analyze the individual entries. 
In the meantime such treasurers as may desire to amplify the books as 
indicated above, may do so with the approval of the Director of Agricul- 
ture, first had. 

60. All the rules and regulations heretofore issued by the Bureau of 
Audits, with or without the concurrence of this Bureau are hereby re- 
pealed. 

(Sgd.) Adn. Hernandez 

Director of Agriculture 
Approved : 

(Sgd.) Rafael Corpus 

Secretary of Agriculture and 

Natural Resources 

207687 5 



Addendum A 

The Government of the Philippine Islands 

Department op Agriculture and Natural Resources 

BUREAU OF AGRICULTURE 

Manila 

[circular] 

March 16, 1922 

SUBJECT: Dividends, how to compute 

To The Treasurers of all Rural Credit Associations: 

For the purpose of abbreviating the process of computing the interest 
accrued on every share/ which each shareholder is entitled to, when the 
association, in a general assembly of shareholders, decides to declare a 
dividend, the attached set of tables has been prepared and will be found 
helpful. 

Interest is computed at eight per centum per annum for the number 
of full calendar months that each share has been in the association. In 
other words, when a man pays for his share on the second day of the 
months, the interest thereon will begin to accrue the following month. 

As will be seen, the tables are so simple that at a glance the interest 
to be earned by any number of shares for any number of months at the 
rate of 8 per centum can easily be obtained without using unnecessary 
figures. 

By simply looking at the table, it will be seen that 100 shares at ^ 
each, or ?P=200, earn as follows: 
M.333 in one month. 
^.666 in two months. 
W.OO in three months. 
??=5.333 in four months. 
M.666 in five months. 
IP^.OO in half year and so on. 
In declaring the dividends the attention of all concerned is drawn to 
the provisions of Section 40 of Act No. 2508 and the circular letter of this 
office dated February 26, 1921, limiting the dividends to eight per centum 
per annum as the maximum, 

(Sgd.) Silverio Apostol 
Acting Director of Agriculture 
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RURAL CREDIT DIVISION 
BUREAU OF AGRICULTURE 



INTEREST TABIiE— RATE: 8% 

WHEN THE VALUE PER SHARE IS f2 



Number of shares 


Amount 


One month 


Two months 


Three months 


Four months 


1 


P2 

4 

6 

8 

10 

12 

14 

16 

18 

20 

40 

60 

80 

100 

120 

140 

160 

180 

200 

400 

500 


.013 

.026 

.04 

.053 

.066 

.08 

.093 

.106 

.12 

.133 

.266 

.40 

.533 

.666 

.80 

.933 

1.066 

1.20 

1.333 

2.666 

3.333 


.026 

.53 

.08 

.106 

.133 

.16 

.186 

.213 

.24 

.266 

.533 

.80 

1.066 

1.333 

1.60 

1.866 

2.133 

2.40 

2.666 

5.333 

6.666 


.04 

.08 

.12 

.16 

.20 

.24 

.28 

.32 

.36 

.40 

.80 

1.20 

1.60 

2.00 

2.40 

2.80 

3.20 

3.60 

4.00 

8.00 

10.00 


.053 


2 


.106 


3 


.16 


4 


.213 


5 


.266 


6 


.32 


7 


.373 


8 


.426 


9 


.48 


10 


.538 


20 


1.066 


30 


1.60 


40 


2.133 


50 


2.666 


60 


3.20 


70 ... 


3.733 


80 


4.266 


90 


4.80 


100 ... 


5.333 


200 


10.666 


250 


13.333 







WHEN THE VALUE PER SHARE IS f5 



1 

2 


T5 

10 

15 

20 

25 

30 

35 

40 

45 

50 

100 

150 

200 

250 

300 

S50 

400 

450 

500 


.033 

.066 

.10 

.133 

.166 

.20 

.233 

.266 

.30 

.333 

.666 

1.00 

1.333 

1.666 

2.00 

2.333 

2.666 

3.00 

3.333 


.066 

.133 

.20 

.266 

.333 

.40 

.466 

.533 

.60 

.666 

1.333 

2.00 

2.666 

3.333 

4.00 

4.666 

5.3d3 

6.00 

6.666 


.10 

.20 

.30 

.40 

.50 

.60 

.70 

.80 

.90 

1.00 

2.00 

3.00 

4.00 

5.00 

6.00 

7.00 

8.00 

9.00 

10.00 


.133 
.266 


3 


.40 


4 


.533 


5 


.666 


6 

7. 


.80 
.933 


8 


1.066 


9 


1.20 


10. . . 


1.333 


20 

30 


2.666 
4.00 


40 


5.333 


50 


6.666 


60 


8.00 


70 


9.333 


80 . . 


10.666 


90 

100 


12.00 
13.333 







WHEN THE VALUE PER SHARE IS f2 



Number of shares 



1.. 

2. 

3.. 

4.. 

5.. 

6.. 

7. . 

8. . 
9.. 
10. 
20. 
30. 
40. 
50. 
60. 
70. 
80. 
90. 
100 
200 
250 





Amount 


Five months 


Six months 


Seven months 


Eight months 




f»2 

4 

6 

8 

10 

12 

14 

16 

18 

20 

40 

60 

80 

100 

120 

140 

160 

180 

200 

400 

500 


.066 
.133 
.20 
.266 
.333 
.40 
.466 
.533 
.60 
.666 
1.333 
2.00 
2.666 
3.333 
4.00 
4.666 
5.333 
6.00 
6.666 
13.333 
16.666 


.08 

.16 

.24 

.32 

.40 

.48 

.56 

.64 

.72 

.80 

1.60 

2.40 

3.20 

4.00 

4.80 

5.60 

6.40 

7.20 

8.00 

16.00 

20.00 


.093 
.186 
.28 
.373 
.466 
.56 
.653 
.746 
.84 
.933 
1.866 
2.80 
3.733 
4.666 
5.60 
6.533 
7.466 
8.40 
9.333 
18.666 
23.333 


.106 




.213 




.32 




.426 




.533 




.64 




.746 




.853 




.96 




1.066 




2.133 




3.20 




4.266 




5.333 




6.40 




7.466 




8.533 




9.60 




10.666 




21.333 




26.666 
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WHEN THE VALUE! PER SHARE IS f5 



Number of shares 



1.. 
2.. 

3.. 
4.. 
5.. 
6.. 
7.. 
8.. 
9.. 
10. 
20. 
30. 
40. 
50. 
60. 
70. 
80. 
90. 
100 



Amount 



Five months 



P5 


.166 


10 


.333 


15 


.50 


20 


.666 


25 


.833 


30 


1.00 


35 


1,166 


40 


1.333 


45 


1.50 


50 


1.666 


100 


3.333 


150 


5.00 


200 


6.866 


250 


8.333 


300 


10.00 


350 


11.666 


400 


13.333 


450 


15.00 


500 


16.666 



Six months 



Seven months 



.20 

.40 

.60 

.80 

1.00 

1.20 

1.40 

1.60 

1.80 

2.00 

4.00 

6.00 

8.00 

10.00 

12.00 

14.00 

16.00 

18.00 

20.00 



.233 
.466 
.70 
.933 
1.166 
1.40 



.633 
.866 
2.10 
2.333 
4.666 
7.00 
9.333 
11.666 
14.00 
16.333 
18.666 
21.00 
23.333 



Eight months 



.266 
.533 
.80 
1.066 
1.333 
1.60 
1.866 
2.133 
2.40 
2.666 
5.333 
8.00 
10.666 
13.333 
16.00 
18.666 
21.333 
24.00 
26.666 



WHEN THE VALUE PER SHARE IS f2 



Number of shares 


Amoimt 


Nine months 


Ten months 


Eleven 
months 


One year 


1 


P2 

4 

6 

8 

10 

12 

14 

16 

18 

20 

40 

60 

80 

100 

120 

140 

160 

180 

200 

400 

500 


.12 

.24 

.36 

.48 

.60 

.72 

.84 

.96 

1.02 

1.20 

2.40 

3.60 

4.80 

6.00 

7.20 

8.40 

9.60 

10.20 

12.00 

24.00 

30.00 


.133 
.266 
.40 
.533 
.666 
.80 
.933 
1.066 
1.20 
1.333 
2.666 
4.00 
5.d33 
6.666 
8.00 
9.333 
10.666 
12.00 
13.333 
26.666 
33.333 


.146 
.293 
.44 
.586 
.733 
.88 
1.026 
1.173 
1.32 
1.466 
2.933 
4.40 
5.866 
7.333 
8.80 
10.266 
11.733 
13.20 
14.666 
29.333 
36.666 


.16 


2 


.32 


3 


.48 


4 

5 


.64 
.80 


6 


.96 


7 


1.12 


8 


1.28 


9 


1.44 


10.. 


1.60 


20 


3.20 


30 


4.80 


40 


6.40 


50 

60 


8.00 
9.60 


70 


11.20 


80 


12.80 


90 


14.40 


100 


16.00 


200 


32.00 


250 


40.00 







WHEN THE VALUE PER SHARE IS f5 



1 


P5 

10 

15 

20 

25 

30 

35 

40 

45 

50 

100 

150 

200 

250 

300 

350 

400 

450 

500 


.30 

.60 

.90 

1.20 

1.50 

1.80 

2.10 

2.40 

2.70 

3.00 

6.00 

9.00 

12.00 

15.00 

18.00 

21.00 

24.00 

27.00 

30.00 


.333 
.666 
1.00 
1.333 
1.666 
2.00 
2.333 
2.666 
3.00 
3.333 
6.666 
10.00 
13.333 
16.666 
20.00 
23.333 
26.666 
30.00 
33.333 


.366 
.733 
1.10 
1.466 
1.833 
2.20 
2.566 
2.933 
3.30 
3.666 
7.333 
11.00 
14.666 
18.333 
22.00 
25.666 
29.333 
33.00 
36.666 


.40 


2 


.80 


3 . 


1.20 


4 


1.60 


5 


2.00 


6 

7. 


2.40 
2.80 


8 : 


3.20 


9 


3.60 


10.. 


4.00 


20 


8.00 


30 


12.00 


40.. . 


16. OU 


50.. 


20.00 


60 


24.00 


70 


28.00 


80 


32.00 


90 


36.00 


100 


40.00 







Appendix H 

The Government of the Philippine Islands 

Department of Agriculture and Natural Resources 

BUREAU OF AGRICULTURE 

Manila 

[circular-letter] 

February 28, 1921 
To all Rural Credit Associations: 

There are now 530 associations incorporated in the Philippine Islands. 
The majority of them are in a sound, progressive condition, though some 
are not doing so well to a number of causes. In view of the action of a 
few associations and the inquiries of others on the matter of distributing 
large dividends, paying secretaries, etc., it has been considered necessary 
to issue this circular to govern the expenditure by all associations in- 
corporated under Act 2508. 

The purpose of these associations is to ^'accumulate funds by means 
of cooperation in order to extend to their members credit on reasonable 
terms for exclusively agricultural operations, and to encourage thrift, 
activity, and punctuality in meeting obligations among said members," 
(section 2, Act 2508,) while on the other hand the purpose of ordinary 
banking is purely business, conducted entirely for the profit of the people 
owning the banks. 

A confusion of ideas arises from failing to clearly distinguish between 
these two different and distinct classes of institutions. 

If an association desires to enjoy the benefits of the exemptions and 
privileges of Act 2508 it must also conform to all the conditions of that 
law. If, however, it wishes to be independent of supervision and spend 
its funds, earnings, or profits as it wishes, it must renounce these privileges 
and operate under the internal revenue rules. 

To insure uniformity and a clear understanding by the members, the 
directors, the treasurers, the district auditors, and the rural credit agents, 
the following rules are issued covering the general questions of the spending 
of any funds and distributing dividends of any association: 

**I. No question will be raised concerning the operations permitted in 
section 5 of Act 2508, nor any reasonable expenditure for ordinary sup- 
plies necessary for the working of the association. However, the pur- 
chase of office furniture, typewriters, office building, etc., will require 
special permission from the Director of Agriculture under section 43, Act 
2508 to protect the funds from needless expenditures. 

"II. Dividends in any association will be declared as provided in sec- 
tion 40 Act 2508 by first putting 20 per cent of the net earnings in the 
Reserve Fund. Then not more than 8 per cent shall be declared as di- 
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vidend on the capital stock (calculated on the number of months the share 
money has been with the association.) All the other earnings shall be 
carried to the Surplus Fund for the purpose of increasing the associa- 
tion's working capital, which will be loaned out, the idea being to ac- 
ctmiulate as large a capital as possible instead of paying as large a 
dividend as possible to the share holders. 

"III. No association money shall be spent for secretary allowances, other 
salary expenses, or per diems, etc., without the written permission of the 
Director of Agriculture. This rule is necessary to prevent the abuse ol 
spending association funds by some directors. In one case it was found 
that the secretary, paid by the association, was really the servant of 
the president of the board of directors. In another association ^20 a 
month was voted to the secretary as salary (this is equal to 10 per cent 
interest on a capital of ^=2,400) while the total capital was only W,800. 
We had a case where an association, newly started with ^500 capital, 
voted ^5 a month to the municipal secretary to act as their seceretary (this 
is WO a year and is the total interest possible on WOO at 10 per cent) . 
There were also a few other similar cases. 

"IV. Authority will be granted under section 43, Act 2508, and in 
fact it is urged upon such associations as are sufficiently established to 
appoint a paid worker in order to develop the further extension of their 
work. As an example the case of Victoria, Tarlac, may be quoted. That 
association has had a man named Pablo Lucas in their employ for over 
a year. During the year 1920 that association averaged a sale of WOO 
a month of agricultural implements, mostly Luzon-Lagio plows, wire fen- 
cing, etc. The discount given by the Pacific Commercial Company was 
enough to pay the salary of Mr. Lucas. The details involved in operating 
a large association are such that it is impossible to expect that all the 
work will be done voluntarily by the directors. It is enough that they 
carefully direct it for the benefit and advancement of the people of that 
town. Mr. Lucas received the shipments of the implements and dis- 
patches them to the buyers and makes out the notes for payment and 
collects the money when due. He reports to the board of directors weekly 
and acts as their secretary. He also serves as a clerk of the municipal 
treasurer in the matter of selling shares, receiving deposits, making the 
entries and helping the treasurer with the association accounts in every 
way possible; he also visits the barrios to sell shares, investigate the 
character of applicants for loans, make collections and create interest 
generally; he also holds office in the municipal building on Mondays and 
Fridays to meet anybody on any rural credit on implement matter; he is 
the agent of that progressive association accessible to the members. 

"The members and directors are all called upon to make some sacrifice 
for the prosperity of their community. The investors in shares and de- 
posits are justly entitled to a reasonable rent for their money, 8 per 
cent on the fixed share investment and 6 per cent on withdrawable deposits 
is not too little nor too much. Those unwilling to aid the needy farmers 
with necessary loans will not join a cooperative association and it would 
be fatal to success to permit self-seeking and dividend-hunting persons 
to enter and wrongly manage these cooperative associations. 
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"The present cooperative loaning operations are only a beginning of 
possible cooperative efforts in warehousing, irrigation, selling produce, 
etc. The success of the future depends altogether on the early training. 
If careful attention is given to the essential principles underlying all suc- 
cessful cooperative undertakings, this apprentice period will result in 
strong association.** 



Very respectfully. 



Approved : 

(Sgd.) G. Apaciblb 
Secretary of Agriculture 
and Natural Resources 



(Sgd.) Adn. Hernandez 

Director of Agriculture 



Appendix I 

The Government of the Philippine Islands 

Department of Agriculture and Natural Resources 

BUREAU OF AGRICULTURE 

Manila 

[circular] 

July 12 y 1921 
To all Rural Credit Associations: 

SUBJECT: Extension of loans, granting of 

It has been brought to the attention of this Office that in many cases 
extensions of loans have been granted by the board of directors in such 
an improper way that the promulgation of a general rule governing the 
manner of extending loans is considered to be necessary. 

Strict compliance, therefore, with the following rules is required: 

1. Hereafter no extension of loans shall be gn*anted to any borrower, unless there are 
sufficient reasons to convince the board of directors, that an extension is the only remedy 
to save the borrowers from ruin or serious misfortune. The provisions of the law regarding 
this matter (section 15, Act 2508) might lead a misinformed member to believe that anybody 
has the right to an extension ; when as a matter of fact the granting of an extension is a 
discretional power conferred by law only on the board of directors and gives no right to the 
borrower to an extension. 

2. VHierever an extension of a loan is granted the following procedure must be followed: 

(a) For all loans made on personal security a new note, signed by the borrower and two 
bondsmen, must be executed, with the former note attached to the new one, which will 
indicate that the extension has been granted for a certain period of not more than a year. 

(b) For all loans on either hypothecary or pignorative security a simple notation on the 
old note with the signature of the borrower will be sufficient. 

(c) The borrower on whose loan an extension has been granted must pay the interest 
in advance for the period covered by said extension. 

(d) The number and date of the resolution of the board of directors whereby the exten- 
sion was granted must be written on the face of the note, so as to show that said extension 
has really been granted by the board. 

3. All petitions for the extension of loans must be submitted to the board of directors, 
through the secretary, accompanied with a statement wherein all the reasons must be specified 
as clearly as possible why said extension should be granted. 

4. That provision of the law (section 11, Act 2508) which governs the voting by the 
board of directors in £n*anting loan is equally applicable to all requests for extension; Three 
affirmative votes, excluding that or those of any director or directors who are by affinity or 
consanguinity related to the applicant, are necessary for the approval of the extension 
requested. 

Adn. Hernandez 
Director of Agriculture 
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Appendix J 

The Government of the Philippine Islands 

Department op Agriculture and Natural Resources 

BUREAU OF AGRICULTURE 

Manila 

[circular] 

September 15, 192S 

SUBJECT: Annual declaration of dividends 

To all Agricultural Credit Cooperative Associations: 

Section 40 of Act 2508 as amended by section 3 of Act 2566 reads as 
follows : 

Sec. 40. The board of directors shall at least once each year prepare a balance sheet of 
the association, determine the profits and losses on all business transacted, and declare in 
accordance with such balance sheet the dividends to be paid to the stockholders: Provided, 
That dividends shall not be paid until after the accounts, of the association have been 
examined and approved by the Auditor of the Philippine Islands, or by his duly authorized 
representative. 

No dividend shall be paid by any association to an amount greater than its net profits 
then on hand, deducting therefrom its losses and bad debts. All debts due any association 
on which interest is past due and unpaid for a period of six months, unless same are well 
secured and in process of collection, shall be considered bad debts within the meaning of this 
section. 

Interest accrued but not collected shall not be included among the profits for the com- 
putation of the dividend to be paid. 

Directors who, in the annual balance sheet shall maliciously participate in a failure to 
state clearly the actual profits and losses of the association, or who shall willfully distribute 
dividends except out of the net earnings as determined in accordance with the provisions 
of this section or without lawful provision for reserve, or who shall in any other manner 
violate the provisions of this section, shall be punished by a fine of not to exceed two 
thousand pesos, or imprisonment not to exceed two years, or by both such fine and impri- 
sonment. 

From the above quoted provision, it is clearly to be inferred that it 
is compulsory for an association organized under said act to determine the 
profits and losses of all the business transacted and declare the dividends 
which each shareholder is entitled to, at least once each year. However, 
in spite of the above provisions many associations have neglected to declare 
dividends, thus keeping the members thereof uninformd of the result of 
the operations of the associations during their existence. 

It is therefore hereby ordered that those associations which have not as 
yet declared dividends should proceed at once to require their treasurers to 
submit a balance sheet showing the profits and losses on all business, 
transacted, and in accordance therewith, declare dividends. This is simply 
to let every shareholder know what his stock has earned during the time 
he has been connected with the association. 

Attention is however drawn to the circulars issued by this Office on 
February 28, 1921, and to the Addendum A attached to the new Ac- 
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counting Rules and Regulations which clearly and distinctly provide that 
no association shall declare dividends in excess of eight per centum per 
annum, regardless of the amount it has earned as net profit. 

It being the purpose of these associations to accumulate funds, by means 
of cooperation, in order to extend to their members credit on reasonable 
terms and to encourage thrift, the withdrawal of dividends, therefore, by 
shareholders seems to be somewhat inconsistent with the real purpose of 
the law. Hence, it is suggested that, instead of paying actual cash to each 
shareholder as the dividend his stock really earned, a resolution be adopted 
to the effect that all the profits earned by the shareholders shall be 
converted into new shares or deposits, and the shareholders be given due 
credit in accordance with the instructions contained in paragraph 55 
(page 64), New Accounting Rules (Circular No. 1, 1923). 

It has been observed in some associations that dividends in excess of 
8 per cent per annum have been declared, in spite of the clear instructions 
contained in the Circular of this Office dated February 28, 1921. This is 
entirely illegal. Rural credit associations were not organized to make 
money. They exist for the common good and not only for the personal 
profit of the members. Where an association has declared a higher rate 
of profit, no sacrifice or effort has been made to increase the membership. 
The selfish directors want to monopolize the association in the hope of 
earning in one year double the capital they invested. This is done es- 
pecially in those associations which obtained a loan from the Rice and 
Corn Fund. They want to divide among themselves the four percent 
the association gained from that special fund in addition to what their 
own money earned. 

Questions have been propounded to this Office as to what the asso- 
ciations should do with their profits in case the accumulated earnings 
become a considerable sum after many prosperous years. In answer to 
these questions I would advise that the natural progress of any society 
should be considered. A small rural credit association must not be con- 
tented with giving small loans to its members; for as it grows larger 
and larger, it will require many things. In some progressive nations, ru- 
ral credit and cooperative associations are not only a strong factor for 
the upbuilding of the community, but they are known as permanent and 
stable institutions which, during years of continuous successful manage- 
ment, have grown from small village societies to big popular local banks. 
They built their own buildings and maintain high-paid officials and travelling 
inspectors of their own. They no longer depend on Government help: 
They are entirely independent. Will this miracle come to pass in the 
Philippine Islands? Who knows! The sphere of action and the field of 
activities of these associations in this country are so broad and extensive 
that no one can fortell what their future will be. 

But suppose that a rural credit association in a small remote town of 
the Archipelago is handling some fifty or a hundred thousand pesos and 
circulating the same among the needy farmers, is it not logical to expect, 
as a natural consequence thereof, that extensive tracts of virgin land will 
all become productive for the benefit of the people of this country? 

(Sgd.) Adn. Hernandez 

Director 
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